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WELFARE AND PENSION FUND LEGISLATION 


WEDNESDAY, JUNE 12, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON EpucaTion AnD Lapor, 
Washington, D. C. 

The committee met at 10:30 a. m., pursuant to notice, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman) 
presiding. 

Present : Representatives Barden, Perkins, Wier, Landrum, Metcalf, 
Green, Roosevelt, Thompson, Udall, Gwinn, Kearns, Bosch, Holt, 
Rhodes, Wainwright, Frelinghuysen, Nicholson, Ayres, Griffin, and 
Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. 
Graham, minority clerk; A. Regis Kelley, clerk; Kennedy W. Ward, 
assistant general counsel; and Russell C. Derrickson, chief investi- 

ator. 

Chairman Barpen. The committee will come to order. It was my 
hope this morning that the committee would assemble a little earlier 
so that I might have the opportunity of introducing Mr. House to 
each individual member. For some time I have been trying to get a 
setup whereby we could at least approach an attempt to handle the 
problem of the welfare funds in the many fields in which they are 
operating now. I, of course, felt that the position of special counsel 
should be filled by a specialist in the field. I think most of us are to 
some extent generally familiar with the objectives and to some extent 
with the operation of possibly some of the individual pension or ben- 
efit or wine fund programs but I did not feel that the staff we had 
was capable of doing the type of job that I thought the committee 
would want done so that I set about to get a man who was qualified. 

I did not know Mr. Martin S. House at that time but I did get 
possession of one of the reports which he made to the State of New 
York at the time he conducted the whole research program and helped 
get the State of New York program in operation from the State level. 
I then set about to satisfy myself as to his integrity, his character, his 
reputation and his ability. All of those met my ideas and standards 
and I am hard to please in those departments. 

I found that Mr. House had operated in many fields, was not owned 
by any, and I found from his report that his criticisms were not with- 
held regardless of whom it happened to hit. 

I then called on Mr. House to come to Washington and we had 2 or 
3 meetings here in Washington. I decided that I believed he was 
rca what the committee would want and in starting off the hear- 
ings this morning I asked Mr. House if he would start the committee 


off with a general discussion of the various types of pension, welfare, 
1 
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and insurance programs in existence in the country at this time. He 
very kindly agreed to do that. 

I did not and do not now request Mr. House to give either his 
— or professional opinion upon which fund is good or which is 

ad or which is better than the other. I thought the committee would 
be interested and certainly I was interested in having made available 
a general discussion of the programs. I frankly admit and I believe 
that most of the members of this committee would admit that we are 
far from experts in this field so that at this time I would like to intro- 
duce to the committee Mr. Martin S. House, of New York City. 

Mr. Tompson. Mr. Chairman, before we do that, do we have any 
idea yet what the scope of the activity by the committee is going to be 
in this field, or is Mr. House to tell us? 

Chairman Barpen. I think we have or at least I have some general 
idea of it. I did not attempt to introduce a bill because I did not have 
sufficient information to introduce a bill. I believe you will find this 
to be true: That when you open up this field you will find some things 
that probably need safeguarding that you do not now think of. 

I could say that the general welfare fund program as we understand 
it will undoubtedly be of major consideration to the committee. I 
think the place of the State in the picture will undoubtedly come up 
for discussion. It might even go so far as to help protect or help 
clarify some of the problems that exist. 

For instance, the Labor Relations Board has found itself in a tough 
spot because the Supreme Court has handed down a decision saying 
that the State has no jurisdiction here and the National Labor Rela- 
tions B oard takes the position they have no jurisdiction and you leave 
a no man’s land in there where apparently chaos is liable to take over; 
but that will not be a major consider ation. I simply mention that as 

illustrative of what position we may find ourselves in when we open 
up the picture. 

Mr. THompson. I am glad that the chairman did because with re- 
spect to that no man’s land area some of us who are members of the 
Perkins subcommittee have been doing some research with a view to 
looking into that particular question. “We have not arrived at a point 
as to whether we should or not until some legislation which is under 
consideration in the House is disposed of one way or the other. 

Chairman Barpen. There have been some bills introduced and, of 
course, those bills will be considered. I do not have a list of them 
before me at the moment but they are in the committee. 

Mr. Wier. I think when it is all said and done we will do as the 
Senate did and write our own bill. 

Chairman Barven. In a field of this type unless I have misjudged 
the majority of the members, I think that would be the only wise ap- 
roach because, very frankly, even though I have done a lot of read- 
ing and especially in the last 2 or 3 weeks, I certainly do not have in 
my mind any cut pattern or any cure-all for the problems that I have 
run into. I might say at this point that this committee, if I can avoid 
it, will not feature the inv estigation of badly operated funds as indi- 

vidual operations. 

I think enough evidence has been accumulated in that field to alert 
us and let us know that that bad exists and so instead of taking the 
attitude, for instance, of trying catch all the thieves before we pass a 
law against stealing we know that some of that is going on and the 
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thing, I think, which will command our attention principally is how 
to safeguard these funds for the people to whom they belong and the 
people for whom they are set up. Does that help the gentlemen? 
That is a lot of words. 

Mr. Tuomrson. The chairman has answered my question. I have 
no preconceived notions as to what any final form of legislation might 
be or even should be, and I am constrained to agree with my friend, 
Mr. Wier, that probably we will end up writing a bill. I just won- 
dered in my mind whether the legislation which has been introduced 
by some of the members of the committee is to be considered, and you 
have answered that. I think that on both sides of the aisle here 
several of us have bills. I have one. Mrs. Green has one. There 
are others. 

Chairman Barven. All of those bills bearing on that subject will 
be under consideration here and that, I think, has been understood by 
the committee for some time. We could have probably started earlier 
but right now I am in somewhat of a conflict with my friend, Mr. 
Kelley, who is not here, because he has made arrangements for some 
hearings. It is not too easy to set up a program that is satisfactory 
and convenient for everybody with subcommittees in operation, but 
I will do my best on that. 

Mr. Tuompson. I recognize that and I applaud the start of hear- 
ings on this subject. I am also glad that we are going to use the 
general approach as the chairman suggested, of before we go putting 
any thieves in jail let us find out what the whole subject is shout: 

Chairman Barpen. By all means give them a jury trial. 

Mr. THomrson. Except, of course, in cases where jury trials are 
not traditionally given. 

Mr. Gwinn. Mr. Chairman, some of the members on our side seem 
to feel unacquainted with the scope of what we are attempting to do 
or what we are going to do and feel that this is really the first notice 
some of them have had. We have had no conference on our side 
possibly due to my own negligence, but I think we would like to have 
a little more of an outline of the scope and the ultimate objective, if 
there is one formed at this time. 

Chairman Barpen. Let me say this, Mr. Gwinn. There has not 
been any caucus on any side. It has not been a pleasant job for me. 
I will say that. It was not pleasant for me to spend all day Saturday. 
I was able to get 2 or 3 members to sit with me and I might say, if 
that is any consolation, that it was bipartisan. I was not concerned 
with the politics and I am not concerned with it in this. If there is 
a wrong being committed it is of as much concern to the Republicans 
as it is to the Democrats and vice versa. The worst thing we could 
prs do in my opinion in this type of legislation is to inject any 

ind of peer into it from a partisan angle. I think it would be 
horrible because the people who own an interest in these welfare funds 
are both Democrats and Republicans and they do not care whether 
it is a Democrat or a Republican that is depleting or mishandling 
those funds. They want it stopped. 

Therefore, rather than to sit here and attempt to tell you that there 
is a fixed objective other than to approach this problem and try to 
make up our minds as to what is the wise thing to do, I have sense 
enough to know this, I think: That we cannot cure the whole problem 
in one act. It has never been done in the House yet nor in the Con- 
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gress that I know of that you could just take a problem as big as this 
and as complicated as this and foresee all of the rascality that can 
be thought up in the next 4 or 5 years. I do think that we can make 
somewhat of a limited approach to it and set the pattern whereby 
the warning of that pattern together with the teeth in the law will 
to a great extent accomplish the object that we seek. That is the 
best way in the world that I know how to put it. 

Mr. Kearns. Mr. Chairman, I think the point was that most of us 
felt that we ought to have had an executive session before we went 
into this thing. It certainly could have been bipartisan but we could 
have talked things over and started the hearings when we had the 
press here a little later. 

Mr. Frevincuuysen. Mr. Chairman, I do not think this is a parti- 
san question at all. I think there has been a lack of discussion about 
what is the wise thing to do, as you put it. I do not think there has 
been any discussion among Democrats or Republicans as to the scope, 
as to what extent we are trying to key in with a specific legislative 
proposal, and to what extent we are going to get the administration 
to explain what it would think would be a wise move for us to make 
in this field of legislation. You say we are not going into the question 
of abuses but, unless we have some idea as to what the abuses are, how 
are we going to know whether regulation is needed or not needed? 
It would seem that all those questions ought to be threshed out before 
we go off on any specific angle of a problem. 

Chairman Barpen. I am trying to tell the gentleman that the very 
reason there was not a bill introduced is because neither you nor I 
understand the specific problem. Why expect to meet something that 
you, yourself, cannot do and I do not know of any member of the 
committee that could do it. So far as executive session is concerned, 
it just never occurred to me about having an executive session on it. 
If I know of anything in the world that is everybody’s business it is 
this subject which we are entering now. 

Mr. THomrson. Will the gentleman from New Jersey yield? 

Mr. Frevtincuvysen. I do not believe I have the floor. I will be 
glad to yield. 

Mr. Tuompson. With respect to what the administration thinks of 
this, Senator Ives, of New York, introduced recently a bill purporting 
to be an administration bill. 

Mr. Fre.tincuuysen. And I have an equivalent bill on this side. 
There are a number of specific proposals made on both sides. 

Mr. Tuomrson. Yours and mine happen to be closely identical. 
My remarks earlier were addressed to the chairman to get an answer; 
namely, what are we going to consider? I was satisfied when the 
chairman said that legislation has been introduced and it is going to 
be considered. 

Chairman Barpen. Here are 11 bills. 

Mr. THomrson. With respect to executive session, I do not see what 
purpose that could have served. 

Mr. Ruopes. Mr. Chairman, you said something a little while ago 
that would certainly cure things. That is that none of us know any- 
thing about this field. We have a special counsel who is an expert 
in it and it seems that the proper approach is to let him give us an 
overall bird’s-eye view of the situation and then go to executive session 
and decide the areas to consider. 


70 
'y- 
rt 
an 
on 


WELFARE AND PENSION FUND LEGISLATION 5 


Chairman Barpen. I must admit that it would be impossible for 
me to be specific. These hearings will not close tomorrow and they 
will hardly close next week and I doubt if they will close the next 
week, so far as that is concerned, but there will be ample time for the 
administration or the labor movement or for the Democrats, for 
everybody, to some extent to crystallize their views on the matter. 
I just did not know any other way to handle it. And, if we had met in 
executive session, we would have broken up with that same opinion 
because I do not think that anybody around this table, or if we had 
a full committee meeting, would be able to lay out the pattern. I 
have done a lot of talking. We have done a lot of talking in the 
committee room. We did a lot of talking in the very first meeting 
we had on this subject and there has been a lot of talking about me 
because I have not’ started. Now, when I start I get talked about for 
starting so that I would not stay where I was. And in the situation as 
it now stands, I do think, very sincerely, that there has been a lot of 
testimony taken, there has been a lot that we have read, and I do not 
think that the committee is called upon at this late date to begin to go 
all over the country or bring people here to tell us that such and such 
a company is doing so and so or this labor union is doing so and so. 
If we get the information of what is happening, and I think that is 
available, then we can devote our time to setting up or providing or 
writing a remedy. That is the only way I know to approach this. 

Mr. FReLINGHUYSEN. Mr. Chairman, if you will yield again, just 
as an example, the type of problem that it seems to me we ought to 
at least consider is the question of Mr. Meany’s testimony yesterday. 
He says that employer-controlled funds require some kind of regula- 
tion, that there is corruption and abuse on that side as well as on 
union-controlled funds. 

Now is that the kind of information that we would be interested 
in getting directly from him as having a bearing on possible legis- 
lation that this committee might consider, or is it something that we 
would not need to go into because our approach is so limited that we 
would not want that type of information ? 

Chairman Barnen. Let me say this, Mr. Frelinghuysen. Mr. 
Meany is a very high standing labor leader. Mr. Meany’s organiza- 
tion will have the same privilege of presenting their views and their 
criticisms and their suggestions to this committee that Mr. du Pont 
would have or a representative of any other business or the bankers. 
I do think this very sincerely: That we can approach this from the 
angle that we first get the picture of the field of operation of these 
funds and the type of operation and then get the trustees of the trustee 
funds here. We can call on the labor organizations who have had a 
great deal to do with this and are tremendously interested in it. Mr. 
Meany is just as interested in safeguarding these funds, he says, as 
anybody else. Then we can go into the joint funds, the picture as 
it relates to them. 

We can look at what is happening and at the kind of funds and 
come mighty near guessing and figuring out what it takes to safe- 

uard those just as easily as we were able to figure out a law in the 
States to safeguard trust funds, guardians’ funds, or any other funds 
that the American people revolt against mishandling. I see no neces- 
sity of taking a tip from Mr. Meany and going into a thorough whole- 
sale investigation of some particular company that he does not think 
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is doing right. What we can do is get what is happening and attempt 
to write a remedy if it is something that is of suflicient importance 
to require some remedy. 

It is my sincere hope to get the bankers who in many instances are 
trustees, to get the Treasury Department who in many instances re- 
view and pass upon the moneys in these funds for tax purposes, to 
get the labor organizations who are interested in setting them up and 
operating them, to get management who has in some instances the 
whole interest and in others a part interest, and from each one of them 
do the best we can to solicit their suggestions, their cooperative as- 
sistance, in solving a situation that every single one of those people 
I mentioned will tell you they hope they are safeguarding. 

If they are safeguarded in one instance it allays suspicion. In the 
other instance it will safeguard and protect those funds. It will give 
them better standing and give the people who have the money in it 
more security. 

I do not propose to take any part in punitive legislation. There 
is enough for us to do in our very proper field in my opinion to write 
the kind of legislation that I think the American people expect. ‘That 
is exactly what I think. 

Mr. Frevincuvysen. I hope you do not think I am trying to pick 
a quarrel with you. I do understand your approach because you 
spelled it out more than we had it spelled out until you spoke now. 
It is my feeling that the field is so enormous that, unless we set guide- 
lines at the very outset and try to say what would be relevant to the 
line of inquiry and what would not, that we could very well go off 
on a tangent such as perhaps Mr. Meany suggested in the Senate 
yesterday and spend weeks on one aspect of a tremendous problem. 

My feeling is that we should try to set some guidelines and say, if 
we would try to consider specific legislation, “What do you think 
about these, ser adequately do they cover the problem?” as in the 
insurance field or as a union representative or whatever. 

Are we going to do it on that basis or on generalities and try to 
work out the legislation after we have discussed the generalities? 

Chairman Barven. As I understand this, Mr. Frelinghuysen, it is 
not like the removal of an appendix. It is not that specific. The 
gentleman himself could not dictate that outline to save his life and 
he is just as intelligent as anybody I know in this room and I am not 
going to attempt it. 

Mr. Lanporum. Mr. Chairman. 

Chairman Barpen. Mr. Landrum. 

Mr. Lanprum. From the opening remarks of the chairman regard- 
ing the special counsel and from the briefs and outlines that hs ave been 
here before us and which we have had an opt vortunity to very sketchily 
examine, it apes ars to me that we have before us a vention ‘man well 
qualified to clear up some of these questions that are apparently and 
logically in the minds of all of us. It seems that, unless we move on 
now to hearing the gentleman whom the chairman attempted to intro- 
duce, we are going to sit here and waste a lot of time. I would like to 
hear from him and then perhaps we might be able to more properly go 
into the discussion of where our guidelines will be. It seems that you 
have all admitted that we do not know a thing about it. 
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We have had all this discussion from people who say they do not 
know anything about it and yet a man is sitting there who from his 
record apparently knows something about it. I want to hear him. 

Chairman Barpen. Let me say that I believe from these prepared 
statements here that 5 minutes’ reading of them would save consider- 
able discussion and I also believe that, “if we have not already fright- 
ened our special counsel as to what he might think he is getting into, 
that I will at this time present Mr. Martin S. House. 


STATEMENT OF MARTIN S. HOUSE, SPECIAL COUNSEL ON WELFARE 
AND PENSION LEGISLATION TO THE COMMITTEE 


Chairman Barpen. Mr. House, I hope you will kindly pick it up 
in the light of the discussion. 

Mr. House. Thank you. I am very pieased at least to hear such 
a very live and vital interest in all of the subjects before us. 

I would like to say by way of preliminary that, as I understand it, 
my function here will be very different from what it was in the State 
of New York and I do not want to be precluded or to have anyone 
here think that they or these hearings are precluded by any recom- 
mendations on specific points which emanated from the hearings I 
conducted in New York on the subject of State legislation. 

As I understand it, here my principal function will be certainly 
at, the outset simply to help all of you review the field of welfare 
funds, review the possible points of difficulty, of abuse, let us say; 
formulate procedures for collating opinions both on problems and on 
possible solutions; and to collect the differing points of view on those 
solutions and more or less as a technician, as someone who has a little 
specialized information in the field, help you to sift these points of 
view so that you can reach your own conclusions as a matter of policy 
as to what legislation, if any, should be adopted on each of those 
points. 

Now I want to say this: Although several days ago I knew I was 
coming down for yesterday and this morning, I did not know exactly 
what was to take place or exactly what I was to do until after 6 
o’clock last night. It was only at that time that I understood that 
I was more or less to present a kind of survey in very broad outline 
of this field. Therefore, if I seem at times to ramble a bit or not 
to be as tightly organized as you would like and as would most save 
your time, T hope you will indulge me. 

When I learned that the object of this meeting was to have a kind 
of bird’s-eye survey of the field and its problems I did something 
in a hurry which, of course, never should be done in a hurry, but it 
seemed to be the easiest way to give you some quick ms terial that 
would be helpful. So what I did was to have copies made of certain 
portions of my own comments in my report in New York and my 
statements at the hearings there which indicate some of the problems 
in the field. 

You all understand, of course, that those copies were prepared for 
a different kind of hearing and a different kind of jurisdiction. I 
hope you will overlook the fact that they are not particularly relevant 
here, ‘being copies of certain specific issues with certain specific ref- 
erences to State legislation; but it will focus attention on some of 
what I at least consider to be the highest points of this field. 
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In addition to that, and this I had a little more time to do, I pre- 
pared a scheduled of what I thought to be the highlights of the con- 
troversial issues with respect to possible legislation and I think that 
schedule is also on your desk. Naturally you are not limited or 
precluded by it, but I thought this might be suggested not as a basis 
for discussion this morning but as a basis for your further hearings 
in collecting the opinions of experts representing every interested 
group in this field. 

I know you will not either from that outline of possible topics of 
discussion or from the connotation of my remarks and the other two 
papers, infer any conclusions on my part and if in my other remarks 
this morning there seem to be implicit conclusions, please accept it 
that they are not my conclusions. I am simply trying to present 
different points of view. The conclusions will be left to you at the 
very end. 

Suppose I plunge into the subject of welfare funds. I know that 
some of you are a little more informed in that field than others and 
if this seems like old stuff to some of you I hope you will indulge me. 

Initially let us classify welfare funds. Among the people in the 
field they can be classified in several different ways. Sometimes the 
term “welfare fund” is used to mean funds which provide for bene- 
fits on a kind of current basis, that is benefits which are not pension 
benefits, sickness benefits, death benefits, possibly insurance benefits, 
medical benefits. Then pension funds are sometimes distinguished 
from welfare funds. 

The problem of providing financially for the two different broad 
types of benefit, pension and current welfare, are very different prob- 
lems. In pension funds you have a great many complicated actuarial 
problems and many questions have been raised as to the so-called 
actuarial soundness of various funds. Let us defer those. 

There is another classification of funds. Some funds are founded 
and run by management, that is by companies, based entirely on 
contributions by companies. We will call those unilateral company 
funds. 

Another type of fund may be derived by contributions from work- 
ing people or from companies or both but the fund is run entirely by 
a union, and those are called union unilateral funds. You cannot 
have any new funds of that type started since the Taft-Hartley law 
because since that law wherever contributions are made by a com- 
pany the fund must be run by trustees chosen by both sides and those 
are the joint-trusteed funds. There has been controvesy as to whether, 
if there is regulation, it should cover all three types of funds or should 
perhaps exclude management unilateral funds. _ 

Mr. Tuompson. May I ask a question regarding management uni- 
lateral funds? Are they frequently set up as a result of the bargain- 
ing agreements between the employees and the employer? In other 
words, are they part of a contract in many cases ? 

Mr. Hovssr. Well, I would like to consider those two questions 
differently. I would say that, in the large majority of cases, a man- 
agement fund does not result from a bargaining contract with a union. 
In a very few cases I believe the union has bargained out a fund and 
has still said “Let it be a management-run fund.” There are very 
few. but I have heard of some inclination on the part of some unions 
to revert to that type of fund. 
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When you say, “Is it a part of a contract,” it raises an entirely dif- 
ferent issue because back in 1941 or 1942 the Legislature of the State 
of New York was considering a specific problem: Should such funds 
be allowed to operate without qualifying as an equivalent of insurance 
companies because such funds have typical insurance problems before 
them? It appeared that in those years, 1939, 1940, or 1941, someone 
called attention to the fact that some tremendous funds were being 
run by the company alone without so qualifying and that the charge 
had been made that they were illegal. As a result of this a specific 
amendment was passed to the insurance statute of New York which 
legalized those funds, but examination of the history of the legislation 
in the Governor’s jacket shows that this was on the basis of more or 
less concessions by the funds and the bank trustees for them that 
further study should take place to see if regulation was not appro- 
priate and there is a report of a New York legislative committee, 
coming to your question, in which that committee concluded that, 
although there was no express contract, just the same the benefits 
emanating from those funds seemed to that committee at least to be 
part of the fruits of labor and in that sense an inducement to labor 
and in that sense part of an employee contract so that. the question of 
contract is one which is also in the controversial field, let us say, and I 
do not want to take sides on it. 

Mr. Tromrson. Thank you. 

Mr. Housr. Now, we have funds classified from two points of view. 
We will take up still a third classification. There are a large number 
of funds which consist of real funds, cash or property, stocks and so 
on, contributed to or purchased by some agent You can call him a 
trustee. Usually it is a trustee. This property is what assures the 
payment of benefits. If the property should run short the benefits 
cannot be paid. That is particularly true in the case of pension funds. 

There is another kind of welfare or pension plan for which there 
is no fund set aside. In other words, those are almost entirely in the 
group of so-called company funds. That is, the company makes a 
promise that, “If such and such happens we will pay you so much 
sickness benefit, so much medical, surgical, and hospital benefits, so 
many death benefits, and in the case of the pension—and of course 
you have an election and not all of these benefits—we will pay you so 
much in case of retirement.” 

There you have the company’s promise not backed by any particular 
money at all. The company, if it wishes, can, so to speak, lay off its 
promise by taking insurance or it can refrain from taking insurance. 
In any event this type of arrangement whereby the company makes 
the ultimate promise as to what it will provide but does not promise 
to put money aside for it in any particular fund is called a level-of- 
benefits welfare plan, and I mention that because that also is the 
subject of some controversy: Should they be the subject of the same 
regulation as other funds or of : any regulation ? 

Now, where you have cash funds, of course, the cash contributions 
are computed in different. ways, cents per hour or dollars per annual 
Sé ul: ary or some other bs asis. 

In the cash funds again you have a subdivision. In some types of 
fund the agreement, if there is an agreement, may call for covering 
the benefits or part of the benefits by insurance policies of different 
kinds. When I say “insurance policies,” that also means possibly 











10 WELFARE AND PENSION FUND LEGISLATION 


certain kinds of pension insurance and when I say “pension insur- 
ance,” technically “insurance” is the wrong word. Those are really 
annuity contracts. There is such a variety of treatment of pensions 
under annuity insurance contracts that I shall not go into it all now 
but accept the fact that there are many different problems. 

Now, welfare funds very often, perhaps 50 percent or more of the 
time in New York, cover their obligations by purchasing insurance 
policies so that you have a complete area of problems concerned with 
the relationship of the funds to insurance companies, the relationship 
of both of them to insurance brokers, and a great many abuses have 
sprung up in that field. 

Now, you also have, however, funds which do not cover their prob- 
lems by 3 insurance. ‘These may include and do include in many as 

vases joint trusteed funds, labor union unilateral funds, and company 
unilateral funds. Where they are not covered by insurance there are 
a few cases, very few, I think, where there is no trustee but the fund 
itself or the associated union—and I think in these cases it is usually a 
union—holds the money and manages it for itself. In the large ma- 
jority of the cases where there is no insurance a bank is appointed as 
what I can call a trustee, and they are conventionally called trustees, 
though one of the issues which may perhaps have to be convassed by 
you is the extent to which they are really full trustees and the extent 
to which they are, as some people assert, custodians who follow the 
directions of the trustees of the fund. 

So, to summarize that, you have in essence the funds with insur- 
ance, the funds without insurance, and the funds without insurance 
are those with trustees, the large majority of the noninsured funds and 
a very few that do not have trustees. 

Mr. Gwinn. Mr. Chairman. 

Are there many company-managed funds percentagewise? What 
does that mean in the total picture ¢ 

Mr. House. Which type of fund did you inquire about ? 

Mr. Gwinn. The unilateral company-managed funds. 

Mr. Hovsr. In the welfare fund field, that is the current welfare 
benefits as distinguished from pension, this is an estimate because I 
worked in New York State and I do not have the countrywide statis- 
tics, but I would judge probably much more than half are not company 
funds. In the pension field I think that far more than half - proba- 
bly company-managed funds. This is an offhand guess. I did not 
come prepared with statistical answers to that. 

With all of these types of funds, and I think I have finished my 
breakdown of the types of funds except for refined detail as to pen- 
sion funds, let us say that we can divide the problems into two very 
broad general types and it will be for you to decide, after you con- 
sider all the subject matter completely, when a particular problem or 
a particular weakness of the fund falls into one type or into the other. 
By this I mean, for instance, you may have a gre: at ms iny problems im- 
plying perhaps a weakness or inadequacy in the fund which can be 
properly called a matter for the business judgment of the people who 
run the fund or the people who arrange the fund. 

In other words, and this applies equally to a company or union fund 
but I will take the union fund for the sake of illustration, if the union 
comes to a company—and I say it is for you to decide whether this is 
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a business problem or not—and they have a collective bargaining 
agreement providing for a welfare or pension fund and the contribu- 
tions called for, let us say, are obviously to some fair actuary inade- 
quate to really carry the probable pension liabilities, the question 
arises, since that is what the union w anted, shall we leave it between 
the union and the company to accept an inadequate fund as part of 
their business bargain or on a point like this is it proper to have some 
regulation determining within some broad outline that they cannot 
make bargains which are inadequate ? 

I put it as a question. Please do not imply any conclusions what- 
ever from what I have said. The same thing could equally well be 
asked when a company sets up a pension fund, for example, and puts 
in certain contributions. Some actuary’s studies of the tables of mor- 
tality, of return on investment, of employee turnover might lead him 
to ask, “What are the risks that this fund will become insolvent or sick, 
that is, unable to pay the pension benefits it has promised?” That is 
the question facing the actuary and the question which you may wish 
to face yourself is this: Is that kind of problem a pure business prob- 
lem which the company or the union or the company and the union 
must work out and on which regulation is not appropriate because it 
does not imply any kind of « abuse, or is that the kind of thing to which 

regulation should be addressed? I throw that in just as an illustra- 
tion of what I mean by problems which may be considered to fall 
within a business area. 

Now, the other kind of problem, to pick a very obvious instance, is 
where a commission scale is set, let us say, for an insurance policy 
covering a welfare fund or pension fund. Suppose the insurance scale 
is set at twice or three times a normal commission scale and you find 
that two-thirds of that commission goes to unlicensed people and finds 
its way back to the hands of the president or trustee of a fund, be it 
labor or joint trusteed or company trusteed. Now, I try to choose a 
fairly extreme instance of something which probably would not be 
considered a business problem but something requiring regulation. 
You can choose many instances of both but in regulation, of course, 
you have to decide to what extent you will interfere with normal busi- 
ness judgments, economic risks, and such matters, and to what extent 
you will refrain from touching something that falls in the area of busi- 
ness negotiations and business judgment. 

Mr. Roosrvert. Mr. House, do we have guides on that from the 
existing regulations by State insurance commissioners of insurance 
companies and their investments to see whether their investments are 
adequate to pay the agreed-upon benefits under insurance policies ¢ 

Mr. Houser. Well, you have raised, I think, two different questions, 
irst as to investments and second as to adequacy of the funds to pay 
benefits. Certainly in the regulation of insurance companies there are 
many guides to adequacies, and insurance ¢ ompany reserves are tested 
ina reat many ways; but in a sense it might be : said, I am not saying 
it, but it might be said that that begs the question. 

Tn other words, when you treat welfare and pension funds where the 
amount of contributions or benefits or something either volunteered 
by a company or hammered out at a collective-bargaining table, the 
question is, Should legislation attempt to go in and rebi gain what the 
two parties have bargained for themselves? Are we or are we not 
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dealing with an animal of a different species and is it proper to apply 
insurance company regulatory tests to that ? 

Mr. Roosrevett. Asa second part of that same question, is there much 
history available on the points that you have raised in other countries 
that have had a longer experience of welfare and pension funds than 
we have had here? 

Mr. House. I made some study of foreign countries, frankly not as 
thorough a study as I could have made. There is a history of regula- 
tion but they start from very different points of view. In France, 
in various Scandinavian countries, and even in Germany they almost 
start with the concept of, the State is here to tell you what is right 
in these funds and therefore, in special funds where you have particu- 
larly the risk of insolvency, they require certain minimums with re- 
spect to reserves. It would be a long story to tell you the whole thing. 

Mr. Roosevetr. Do you know of any one place where an ignorant 
Congressman could study such material ? 

Mr. Hovuss. The foreign material is very hard to come by. I would 
hope if you are interested that at least one of our witnesses could bring 
that to us because I got it from one source in New York. Mostly it 
was in foreign languages which they translated for me but there are a 
couple of booklets. In my own report there is a two-page summary 
that I could refer you to. 

Mr. Frevincuuysen. Are we going to get copies of your full report, 
Mr. House ? 

Mr. Hovse. I do not know how many there are left in the insurance 
department but I will help you to them if you wish. On the other 
hand, we have to remember that that report was made from the 
point of view of the State. It was based on the hearings I had so far 
as I could hold them in the State and I was limited to 8 months which 
is not as long a period as you might think for investigations. 

Mr. FrevincHuyseEn. So that, these excerpts in your opinion give 
us the gist of what might be useful to us. 

Mr. House. No, there are mere preliminaries to sketch out the prob- 
lems in the eastiest form in which I could collate them this morning. 
The full report is about 400 pages. I think it would be useful. If 
you wish, I will try to arrange to have them supplied by New York 
State. I will say that the first chapter of the report is a 40-page 
summary which it might be easier to get copies of . 

Chairman Barpen. Let me interrupt here. If the committee thinks 
that it would be interested in that report with the explanation and 
the advice that you have given them as to its interpretation, I shall 
instruct the clerk to see if he can get them. If he can purchase them, 
we will purchase them if the committee feels that it would like to have 
them. 

Mr. Gwinn. Would you give the gentlemen more time to determine 
what the report says ? 

Chairman Barpven. Mr. House, I do not like to interrupt your line 
of thought. 

Mr. House. That isall right. 

Chairman Barpven. It is most interesting to me. You do have at 
least two States in the Union that have ben bold enough in the face 
of the Supreme Court to enter into that field; is that not true? 

Mr. House. Yes, sir. There are just two States, the State of Wash- 
ington which adopted a statute, I believe, early in 1955, and the State 
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of New York which adopted a statute following my report in the spring 
of 1956. I think the State of Washington is a little bit further along 
in its actual regulatory action, but the State of New York coming 
in later has developed its questionnaires and financial statements and 
= As a matter of fact, I brought a set of its papers with me 
today. 

Chairman Barpen. We will not go into that in view of the fact that 
I understand we have the best man in the country and the only man 
that has actually operated the State setup from bottom to top, Mr. 
Holbrook, who is here from Washingon and I will say for the benefit 
of the members that I expect to call on him following Mr. House, 
which will very likely be this afternoon. While the House is not in 
session I thought it would be a fine time for us to put in a day’s work. 
We will leave that field for Mr. Holbrook. 

Mr. Hovss. May I return to Mr. Roosevelt’s question ? 

Mr. Gwinn. Mr. Chairman, we have had no notice at all of these 
hearings so that we have not been able to make our plans to try to be 
here this afternoon. 

Mr. Warnwricut. Mr. Chairman, I had no notice until you spoke 
30 seconds ago that you planned to hold hearings this afternoon. 
I have made other plans and I am sorry. 

Chairman Barpven. I am terribly sorry too, but I just never have 
been able to call a meeting when it suited everybody. 

Mr. Wartnwrient. I would have been delighted, sir, if I had known 
that you wanted to meet. 

Chairman Barpven. We will do the best we can. 

Proceed, Mr. House. 

Mr. Wier. Before he proceeds, may I ask you, Mr. House, did you 
get a copy of the proposed welfare-fund bill of the State of Minne- 
sota ¢ 

Mr. House. No; I have not seen that. I would be very much inter- 
ested in seeing it. 

Mr. Wier. It passed the house but was held up in the senate on 
employers unilateral. 

Mr. Houser. I would certainly like to see it. 

To return to Mr. Roosevelt’s question, in the States of Washington 
and New York nothing whatever was done in the statute about the 
questions which I grouped as actuarial soundness and probable sol- 
vency of the funds. In the European countries certain requirements 
have been formulated on just that and in my report there is a one- 
page summary. I remember I drew a draft of perhaps 10 pages on 
the same subject. If I can find it I would be glad to submit it to you. 
Aside from that I may still have some of the printed material. I do 
not think I brought it here. I would be glad to have that photostated 
for you. 

Mr. Gwinn. Mr. Chairman. 

It would be interesting to know whether or not your report will indi- 
cate whether, after they made provision for actuarial soundness, the 
political issues involved in all this still brought about what results. 
Did they ever pay out or what happened to them ? 

Mr. House. Well, let me put it this way: To say that they made 
provision for actuarial ee is a very broad statement and I 
am afraid much too sweeping. I do not think they even attempted 
that. They tried to impose certain minimum actuarial requirements. 
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Absolute actuarial soundness would require an absolute guaranty of 
certain things which in the case of every pension arrangement are 
hypotheses worked out on a mathematical probability basis and insur- 
ance companies work on this probability basis. You can always be 
fooled by a probability. On the actuarial soundness issues, which, I 
think, are not going to concern this committee too much in the end, 
there are assumptions on these matters among others: The age of 
your work force; the probable turnover, that is, how many people 
will leave the business before they are eligible for pensions; what 
rate of return will you earn on your investment; what will the mor- 
tality rate be among your pensioners; how many of you who are so 
far along toward the pension age that you will be hit quickly by 
a large number of retirements; how many of those people will leave; 
how successful will your business be; will it be able to maintain con- 
tributions at the same rate; and there are others. You can only make 
what are called informed guesses on those subjects. 

When the insurance company makes a wrong guess it balances out 
because treating a great many funds, it may lose in one fund and make 
it up in another. That is the very nature of the insurance industry. 
A private fund cannot balance out. It is solvent on its own feet or 
else. Yet there is no way of guaranteeing that your assumptions, even 
with margins of safety, are going to be correct so that there is no 
such thing as actuarial soundness. In fact, the professionals in that 
field dislike that phrase. I have used it as a quick way of indicating 
the problem. 

In the places in Europe where they have these regulations it was 
hard enough for me to find out what they had and I was not able 
to find out more of what they did. I concentrated more in the Amer- 
ican area, 

I would say that in this country a fair number of pension funds, 
after various widespread catastrophes, did develop ailments of dif- 
ferent kinds. I will say also that almost all of the pension funds 
which are company founded, and most of them are, have express 
provisions that the company may discontinue contributions at any 
time and, of course, the beneficiary’s, the worker’s right to a pension 
is limited by what the fund has in most cases. Recognizing the prob- 
lem, a good many union funds or joint trusteed funds also have pro- 
visions by which they can change eligibility rules or otherwise change 
the rules of the game after they are part way down the course and a 
man may reach age 63 and be fully eligible for the pension under 
the X-Y union company fund and suddenly at 65 he has complied 
with all the rules but something which he did at 59 retroactively 
becomes the reason for disqualifying him for a pension. I do not 
imply that that is necessarily an abuse. It may be simply a reflection 
of the financial difficulties of the fund and they may have announced, 
though this is not easily apparent to the employee who does not study 
these things, that the rules of the game could be changed as limitations 
on the available funds for pensions became more stringent. These are 
problems and I suppose you will wish to consider whether you should 
step into that area of regulation or not. nit 

Mr. Gwiyyn. I know that we cannot go into it now but, thinking in 
terms of the information that this committee would like to get, it would 
be interesting to know if your report so far would indicate what 
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happened to the people that paid in their funds in Europe. Did they 
get anything back? 

Mr. Wier. Mr. Chairman. 

Mr. House. I think that when we have certain witnesses here, if you 

approve of these witnesses who represent, let us say, the life-insurance 
industry and are very knowledgeable in those fields, they can give you 
better information than I. There is one man I have in mind ‘particu- 
larly who is in touch with all of the principal regulatory agencies in 
Europe and can report on the facts. 

Mr. Wier. Mr. Chairman. 

In reply to the original question of Mr. Gwinn, I think you were 
quite charitable in outlining a policy because I am well aware of what 
has happened in a number of large corporations in 1916, 1918, and 1920. 
This was generally the policy of the company in its benevolence and 
attractiveness to keep its employees. I refer to a big transit company 
in our State that employed about 2,500 employees which set up a pen- 
sion fund, and at a certain age and a certain length of service em- 
ployees could be retired on $25 a month. No indication of solvency 
was involved. The company thought they could undertake that risk 
and get by with it, but they did run. into trouble on solvency and a 
number of turnovers and retirements. The witness said very chari- 

tably that they found a cure for that. After a man had reached within 
at, least 2 years of his retirement qualifications they found an excuse 
to fire him and I use the word “fire,” or let him out. That is how they 
solved their solvency problem. About the time you were to retire they 
would retire you and save all of that money that he paid in. That 
helped solve their solvency problem until a union was organized. 
Now there is a very splendid joint pension fund. 

Mr. Ruopes. Will the gentleman yield? 

Mr. Wier. Yes. 

Mr. Ruopes. You have touched on a point which I think is very im- 
portant in the scope of this inquiry. That is, the vested interest of the 
individual in the fund if such there be. As I understand, a number of 
the funds are operated on the basis that the individual receives benefits 
if he is sick or disabled as long as he has the job; or, if he retires while 
he is still on the job, then he gets a pension; but that if he quits this 
particular job before that time he gets nothing. I think that a practice 
that we should watch where the result of collective bar gaining has been 
the setting up of a pension or welfare fund is the situation where the 
man is ac tually getting certain benefits or is suposed to get certain 
benefits because of the collective- bargaining process when in truth he 
has to keep the job in order to enjoy any benefits whatsoever. 

Have you noticed in your study that this question has come up? Do 
you feel from your study that it is within the scope of inquiry that we 
should make? 

Mr. Hovusr. Well, it is certainly true that all current benefit plans 
and practically all pension plans make their benefits available only to 
people still employed at the time when eligibility for the benefits occurs 
and that presents a very important social problem. It has many im- 
plications. It tends to make labor immobile. It detracts from the 
ordinary free enterprise of the workingman looking for positions at 
different places. Whether that should be a subject of legislation, of 
course, is something you must consider. 
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Another point of view that has been expressed with respect to that 
particular problem, and as I say it is simply a point of view and I am 
not taking any sides, is “Well, this is a problem of the working agree- 
ment that is made and since it is a reasonable working agreement you 
cannot expect a company, let us say, to pay $100 if they only want to 
pay $75 or you cannot expect a labor union to insist on $100 when it 
is content to take $75.” 

I have suggested some way of making sure at least that the work- 
— is apprised of whatever the important risks of his pension or 

elfare plan may be. My own impression is that they all under- 
stand that one of those risks is their actually not being employed. 
The risks which they are less aware of sometimes are the possible insol- 
vency of the plan or of the party contributing to it which is the em- 
ployer, or a possible option on the part of an employer usually in the 
case of pension plans to discontinue its contributions and then the other 
risks of financial solvency in the case of unihsured plans. 

Mr. Ruopes. I think there is probably another way of looking at 
it too. I would assume that in figuring the rights in any plan that 
if you figured a vested right that your rates would be considerably 
higher than if you did not have a vested right and therefore you 
might say that you are getting more for your money in the way of 
benefits by not considering that any individual has a vested right. 

Mr. Hovuss. That is very true. 

Mr. Warnwricut. Does either of the States of New York or Wash- 
ington have the disclosure-type statute that you are discussing? 

r. House. I do not think I have discussed any particular kind of 
statute, but let me say that both Washington and New York include 
disclosure. They both include provisions for annual reports. New 
York, I think, goes somewhat further in its statute in requiring re- 
ports to members and New York in addition has a broad, express 
mandate as I call it, a mandate of fiduciary responsibility. Both 
New York and Washington provide for disclosure to be followed by 
examinations by the superintendent of insurance of each plan, in New 
York at least once in 5 years for each plan, and I think the Washing- 
ton statute is the same but I would rather let that alone since we have 
an expert on the Washington statute, the commissioner of insurance 
from Washington. 

Mr. Warnwricut. Going back to the New York statute and cutting 
the legal verbiage and talking so that the layman can understand, does 
the average workingman on hire or fire, when he changes his status, 
have something handed to him or readily available to him in the form 
of disclosure so that he knows what his rights are? 

Mr. House. There is no requirement that anything be told to him 
as to his individual rights at the time he is fired. So far as I know, 
there is nothing in the statute in New York which requires anything 
in the way of literature to be given to him at any time describing his 
general rights in the pension plan. The requirement is simply that an 
initial statement and one annual statement every year must be filed 
with the insurance department and that annually a condensed form of 
that statement as to the condition of the fund, which includes a lot 
more than the condition of the fund, must also be furnished to him 
in some form. Now, publication in a union newspaper is considered 
adequate. This is a matter of regulation in New York and not 
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statute. The statute is very broad and simple and leaves a great deal 
to the regulatory authority of the superintendent of insurance. 

Now, these reports are simply cross-section reports as to the entire 
fund. Nothing tells him, “You are entitled to this, you are entitled 
to that.” Asa matter of practice, however, I cannot say all, but most 
of the funds do have literature given to the man describing his benefits 
and that applies both to management and union funds. 

One of the issues that came up in my investigation was this: Was 
this literature in some instances too glowing? Did it fail to indicate 
with sufficient sharpness the risk that these theoretical benefits might 
be cut off by some accident or did it fail to indicate detailed conditions 
to make him eligible so that he would be disappointed on account of 
something that happened during the 3- or 5- or 8-week period of his 
employment either for welfare or pension benefits? When I say 
“welfare,” of course welfare can include pensions so that I mean 
current welfare. Generally on current welfare the indications are 
fairly clear. Of course, if you assume that any kind of literature 
dealing with eligibility is too complicated for any workman to under- 
stand that is a problem in itself; but his union representative in the 
case of union or trusteed funds will make clear what he is entitled to 
and the worst that happens is that the company defaults, after 6 
months they are out of business so that presents the big problems of 
solvency. 

Mr. Wainwretcut. I mean that the average workingman cannot get 
involved with the solvency of the insurance company or the company 
and if he could there is nothing he can do about it. I gather that 
there are only two States having regulations so that there is no 
regulation in the United States today that tells the average working- 
man in simple language when he goes to work what his rights are. 
You explained that it is difficult to do it. 

Mr. House. That is so. 

Mr. Wier. Let me ask another question of Mr. House. I have not 
heard you up to this time make any mention of a new protective 
clause. That is the severance pay that is in contracts now. I am 
sure the newspaper people here are interested in the protection of 
their severance pay because they have been under that contract. Now 
many other corporations are guaranteeing a severance pay in event 
of mergers where one company goes out of business and is consoli- 
dated with another. The employees in many cases are covered by 
severance pay. 

Mr. House. I want to answer that question but to put it in perspec- 
tive I would like to make this point. We are getting pretty much afield 
into detailed and specialized problems in one area, the pension-fund 
area, and we are getting away from the area where most of the things 
have occurred that have previously been attacked as abuses. In other 
words, we are getting into a very specialized segment of this. 

To come back to your question, there are two kinds of severance-pay 
arrangement. Severance pay as such is something that is not in a 
pension fund. It is an arrangement the company can make by its 
collective bargaining agreement—and that is outside of my area of 
study—or that perhaps it does voluntarily. 

With respect to pension funds there is a parallel but definitely differ- 
ent problem and it is a very serious problem in connection with 
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corporate mergers. Let us say you have a company which has had 
a pension plan in existence for 1, 5, 10, or 20 years and a number of 
workers who have accumulated credits and these credits mean different 
things, depending on the kind of plan, eligibility, or how the pension 
is figured. There are different formulas. But he has credit. Com- 
pany B is going to buy in company A. There are two kinds of 
stumbling blocks. In some cases the pension-fund liability to em- 
ployees at that date is a solid liability of that company that is going 
to be bought out and any company that takes it over, as a m: itter of 
ordinary common law, having nothing to do with our pension-fund 
field, is going to be stuck with that liability. 

Mr. Wrer. I understand that they assume the obligation. 

Mr. House. In some cases. If they have to assume an obligation 
it sometimes prevents a corporate merger. I have known of cases 
where mergers are prevented by this kind of plan not covered by 
insurance. However, other kinds of pension plans may have pro- 
visions in them which directly or indirectly permit this first company 
to cut off the pension rights of the employees. They go out of 
business and the employees are technically discharged and company 
B in those cases could presumably take over company A without 
recognizing the pension rights. In those cases where there is a 
strong union, especially if ‘the union covers both companies, what 
ensues is a bargaining battle. The union says, “You have to do this 
even though you have no legal responsibility,” and sometimes a com- 
promise is ; worked out and sometimes presumably it is not worked out. 
Does that answer your question ? 

Mr. Wier. Yes. I am familiar with the picture. Severance pay 
is now expanding in the field of industry. The newspapers are com- 
pletely covered with severance pay, I think, because of their con- 
solidations. 

Mr. House. That is more a matter of the union collective bargain- 
ing agreement, is it not, rather than pension plans? 

Mr. Wier. It is getting into other corporations now, with an agree- 
ment that, “In the event that we consolidate or merge we want the 
severance pay that we have been guaranteed.” That is where you 
get the conflict. The other company refuses to accept it. 

Chairman Barpen. Is that not more, as Mr. House said, in the field 
of bargaining than it is in the field of welfare funds? 

Mr. Wier. There are firms that have severance pay that have no 
unions. This is among white-collar workers particularly. 

Chairman Barpen. Is the severance pay a part of the welfare fund? 

Mr. Wier. No. 

Mr. House. Could we clarify the discussion by using two terms, one 
“severance pay” and the other “retirement pay” which is part of the 
welfare fund, and the retirement pay does create similar problems. 

Mr. Gwinn. May we assume as we go along here that when a man 
is discharged as Mr. Wier described and cannot get his pension because 
he is no longer on the payroll that whatever funds are paid in plus 
interest of some sort come to that man ? 

Mr. House. Well, when a man is discharged the severance pay 
enters into it but that is outside the welfare fund. Now, in the pen- 
sion-fund field you have different kinds of arrangements. Sometimes 
if he is discharged he loses all his interest in the pension fund. In other 
cases some provision is made to pay him a sum which is related to the 
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amount of contribution made either by the company or by him or by 
both plus sometimes some compound interest formula. Sometimes 
there is no such arrangement and there certainly are some cases 
where complaints are made that a company, as Mr. Wier described 
it, is charged with embarking on the specific policy of discharging 
employees 8 to 5 years before they reach pension age so as to mini- 
mize the drain on the pension fund. That would be in funds, of 
course, where the man gets nothing even though the discharge is by 
the act of the company. 

I was not able in my study to go into those cases. They were too 
few and the kind of evidence you would need to demonstrate mental 
intent would be very difficult to collect. 

As long as we are so intensively on this subject, perhaps I should 
throw into the air what Mr. Berle, testifying in my hearings, called 

“dream talk.” I am not suggesting this as anything practical but 
there have occasionally been suggestions of a kind of “booking ar- 

rangement for pension credits w ith a transferability of pension credit 
from one company to another,” and the object would be twofold: 
First, it would make labor mobile again. A man would not be afraid 
to change his job from company A to company B because he would 
know he would not lose his pension rights and whatever the credit for 
pension right in one company is would be transferred to another 
company. He would get his pension. There are many problems be- 
cause different companies compute pension credits in different ways 
and one may have one kind of plan and another another, and the 
reserves for a man under one might be greater than under another. 

If one company has $200,000 as a so- called reserve ticketed against 
a particular man’s 20- ~ ir employment and under another company’s 
plan there would be $5,000 deducted, the transfer becomes a very 
serious problem. 

Mr. Ruopes. But it is an actuarial problem; is it not, Mr. House? 

Mr. House. There are many problems. 

Mr. Ruopes. In other words, if you transfer from company A to 
company B and you have a certain amount of reserve and that is 
transferred, would you not buy the benefit for the employee which 
that amount of money would purchase under the company B plan? 

Mr. House. Yes; the differences in the contingencies and eligibility 
rules and a great many things make transferability easier to throw 
out as a phrase than to work out, so that Professor Berle character- 
ized it as “dream talk.” 

Mr. Ruopes. You said something a moment ago which interested 
me. That is the fine line between business judgment and the regu- 
latory field.. I am thinking of commissions. I have heard without 
knowing, and I would say there may be some instances in which 
short-term pension fund contracts are made with A insurance com- 
pany and after 2 years or 3 years this contract is terminated and the 
contract is made with company B. Of course, the first year commis- 
sion on any insurance policy is rather tremendous and the subse- 
quent years’ commissions comparatively small. In order to regulate 
something like that you may well be getting into the field of business 
judement. Yet it does seem that there should be some way to set u 
a yardstick as to whether a person who belongs to a welfare fund is 
getting his money’s worth or not. The amount of money paid as 
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commission certainly is an element in whether or not he is getting 
his money’s worth. 

Mr. Roosrve.t. Will the gentlemen yield? 

De we not have a precedent for that in the statutory setting of trus- 
tee’s fees, for instance? In nearly every State in the Union as far as 
I know the trustees’ fees are set by statute. 

Mr. Ruoves. Except that you get into the fact that insurance and 
trusteeship are two different things. Where a trust is involved I think 
you could do it but where insurance is involved you have a different 
situation. 

Mr. Hovse. I think Mr. Rhodes is referring to something called 
switching in the insurance law. I think Mr. Rhodes put it well. Sup- 
pose you take out a policy calling for a million dollars’ worth of pre- 
miums a year with company A. The first year commissions on that 
might be $10,000 or much more. The second year might go down to 
$5,000 or $2,500. Now suppose you have some agents responsible for 
handling this fund’s money who have a kind of kickback arrangement 
with the broker. After they help a broker earn the $10,000, they let 
the policy run for just a year or maybe 2 years and switch it to another 
company. When they do that, they have some plausible excuse such 
as better benefits, lower rates, but their real motive is, again, that the 
company will pay the $10,000 as the first year’s premium again. There 
is in New York State, and I think in most other States, existing law 
applicable to insurance companies and insurance brokers but not, of 
course, applicable so far as the welfare-fund representatives, and this 
comes up more with welfare funds than pension funds. This forbids 
switching. It is quite strong. We studied that in New York. Ina 
few cases it was very obvious to us that the switching was for ulterior 
purposes. In many cases the scenery built up, of a changed kind of 
arrangement where they tried to vary the benefits and produce a paper 
picture of economies, was so strong that, although we did not believe 
it, we realized that this was not something you could prove to the point 
needed to take a man’s license away, or, let us say, to get a conviction in 
the criminal court, so that this switching problem is an extremely diffi- 
cult one to control even though you have an adequate law on the books, 
because you cannot prove motive. 

Mr. Ruopes. I throw this out for what it might be worth. I wonder 
if adequate disclosure would not be the best possible solution; in other 
words, if the recipients of the funds know what might be paid in com- 
mission, I think that that would be a deterrent to paying exorbitant 
commissions. 

Mr. Hovse. I suppose that is for you to determine, not me. At least 
for the present, I prefer not to express my views. I will say that the 
American Federation of Labor in a canon of ethics which is issued 
under several things as business matters, not as matters for regulation, 
suggests first that the insurance be placed as a matter of competitive 
bidding on the subject of retention and, second, that the administra- 
tors of the funds—and they were talking in these cases of joint 
trusteed and union funds—be required to file a written statement of 
reasons every time they placed a policy initially. That, of course, 
would also apply to any switch in policies. Now, they are in favor of 
that as a matter of ethics, and their internal regulation, I suppose, does 
not imply that they would be in favor of identical procedures as mat- 
ters of statutory requirements. 
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These questions have taken me more or less afield. I will try to get 
back and pick up some of the lost threads. After describing the dif- 
ferent types of policy let me say this, also: In the area of abuses, I 
think most of the abuses which have been the subject of study by 
the Senate committee, by your own committee 2 years ago when you 
held hearings, and in New York State were concerned with current 
benefit welfare plans rather than pension plans. I would like very 
briefly simply to indicate some of the types of abuse, the areas in which 
they occur, and, by mentioning these areas, of course, I am not imply- 
ing that each of these is a proper subject for Federal supervision or 
that any of them are. 

Now, one of the largest areas of abuse is the commission area, and 
when I say “commissions” I want to call attention to something else. 
In a number of sensationally scandalous cases, companies not only 
paid commissions according to some scale—I was going to say regular 
scale, but the trouble is that in these cases they were irregular—in ad- 
dition, they made payments which they called service allowances. 
Now, theoretically, in the administration of welfare plans you are 
dealing with large moneys. Very often the union, and it is usually 
a union, or the joint trustees who handle the welfare plan have elab- 
orate clerical files on the employees and their operations, and it is 
considered in many cases that it is more efficient and less expensive 
to have the union or joint trustees or the company take over certain 
parts of the administration of the benefit, including, let us say, the 
examination of claims for medical benefits or for sickness benefits or 
death benefits, the O. K.’ing of the doctor on the amount, and some- 
times even the writing out of the checks on a fund that the insurance 
company has. 

In those cases the insurance company considers that, since it is 
relieved of a certain part of the overhead which it normally carries 
on an individual policy or a group policy, it should properly com- 
pensate the fund administrators for the extra work they have and 
it makes a service allowance. Certainly, everybody seemed to agree 
that such service allowances, within reasonable limits and when rea- 
sonably geared to the actual work carried out by the fund administra- 
tors or sometimes by the broker’s agent, were proper and a good thing, 
but in these scandalous cases the companies seid not only high com- 
missions but extra high special fees or allowances so that, in one 
notorious case in which you are all familiar, the Security Mutual, 
the two together aggregated a flat 20 percent of premiums. I think it 
was between 15 and 20 percent, an outrageously high sum where 
normally on premiums of the size involved there you average out. As 
you get large premiums you pay such-and-such a percentage, maybe 
10 percent on the first $5,000 and gradually declining to perhaps 2 or 
114 percent when you get over $1 million or $2 million, ol the average 
is a sort of weighted effect. In that case, I think, it was figured that 
the proper overall weighted premium might have been 114 percent 
and maybe some small fraction for service allowance. That was a 
scandalous case. Obviously, special fees and allowances can be a 
masquerade for special treatment, and the Senate committee and your 
committee discovered cases where commissions were paid on an ex- 
tremely high basis out of all proportion to this very low percentage 
that should be adequate when you are dealing with $2 million a year 
premiums. 
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In our own study we were able, because of our insurance-department 
controls, to get even more elaborate data from certain companies, and 
we prepared tables which showed what were normal commission scales, 
and tables in particular companies dealing with particular cases which 
were the subject of scandals, including both these national scandals 
which originated with a company in New York, the Security Mutual, 
and others which have not come to public attention. 

It appeared fairly clear that these large-premium companies would 
file proposed commission scales especially designed to fet them pay 
large commissions, and one possible inference which we in fact drew 

was that this was in order to do very well by a particular insurance 
agent who had particular funds, so to speak, in his vest pocket. That 
is one obvious source of scandal, because in this the insurance agent 
gets an extremely high premium and sometimes it could happen where 
his premium is normal. 

Mr. Warnweicur. I do not understand what you mean by “funds in 
his vest pocket.” 

Mr. House. Well, where you find that insurance company A in 
most cases of the $1 ‘million premiums pays, let us say, an average of 
114 percent on the whole for the first year premium and one-half per- 
cent later on, and in 8 or 4 particular cases all coming from 1 agent, it 
is paying 114 percent, but 4 percent later, you can ask yourself why 
are they doing so well for that agent, and then you discover that that 
agent is the agent for certain funds where the commission retentions 
for overhead run high and the benefits low, and there is a fair in- 
ference that that agent controls that fund and the next question that 
comes up is: Is not this very high commission a possible or actual 
source of a slush fund as between the agent and somebody who can 
dominate the fund sufficiently to tell it where and with what company 
to place its insurance? 

Mr. Watnwricut. By “control the fund” you mean he controls it 
through the trustee or whoever operates the fund ? 

Mr. Housr. Maybe it is the trustee or maybe it is the president. 
That is exactly so. 

Mr. Warnwricut. Are they ever simultaneously the same person ? 

Mr. House. Yes. That is, the name given the man who adminis- 
ters the fund can vary. He can be called a trustee or an oflicer or in 
some cases where you have joint trustees the joint trustees will usually 
delegate one or more persons to operate the fund and the joint trustees 
theoretically pass only on questions of policy and sometimes hesitate 
even to pass on questions of policy and leave that to the fund admin- 
istrator. He can be called the president of the fund or anything they 
please to call him. 

Now, in connection with this particular type of abuse, high com- 
missions or high service allowances, studies will show that if you take 
the premium dollar, very obviously the more of that premium dollar 
that goes to commissions and expenses the less is available for bene- 
fits. This happens kind of retroactively with first studies on an 
acturial basis as to what the probably complaints are. That is the 
kind of insurance mathematics that every company goes into with 
every large policy and has standards for in the small policies. They 
add to that then the estimated amount needed for reserves. They 
give a little cushion which is available for dividends or retroactive 
rating credit. The cushion also comes back directly or indirectly to 
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the fund which takes the policy and they add to that an amount 
which is to cover retention and retention includes commission and 
service allowance paid to others, their own business profit and their 
own expense. So they get a total which equals the premium dollar 
and depending on how high their commissions and expenses are the 
proportion of the premium dollar left for benefits becomes smaller. 

Mr. Wartnwricut. That would seem to indicate collusion on the 
part of the company and I presume these are reputable, well-known 
companies, 

r. Housr. Not necessarily. I have to speak with respect to New 
York. The New York State Insurance Department as a result of dis- 
closures stepped in and made some companies reform, made them get 
new directors and so ferth; and other companies, and I prefer not to 
mention names at this time, I would definitely not consider reputable. 
Some of them have been investigated right here in Washington. I 
eould name some of these: Union Labor & Life or Union Casualty & 
Life. There are two with similar names. 

Mr. Wier. Union Casualty. We had that one. 

Mr. House. And the other was the Security Mutual. 

Mr. Warnwricut. If this is a common practice, I am trying to find 
whether someone like Metropolitan Life would enter a deal such as 
this with the man who is apparently the seller or agent ? 

Mr. Hovss. I would certainly not like to think that anything which 
borders on the criminal is a common practice. I will say as a fact, 
based on what I know, that you cannot call it common or usual, that 
in a very high percentage verging on 95 percent of the cases there is 
no abuse. In the cases we examined there is no abuse of this kind or 
any other kind. The other 5 percent of the funds we investigated 
involved perhaps some abuse but not necessarily this kind. You do 
not find most ordinary citizens to be thieves when you investigate 
them and in the same way most fund officials and insurance com- 
panies certainly are not dishonest. 

Mr. Frevincuvuysen. Is not part of the problem the question of 
how you define abuse and how you define excessive fees? It is not 
simply a question of thievery, is it? Is it not a question of drawing 
a line as to what is a reasonable amount ? 

Mr. Houser. You are very right and to draw the exact line between 
abuse and nonabuse is not easy in these areas, particularly with respect 
to the size of the commission. I took it that Mr. Wainwright was 
referring and I was referring to a very few instances so outrageous 
that I think very few persons would disagree about them. The par- 
ticular instances which are very, very few are those, for example, 
where the insurance department of New York took the position that 
it was so far outside the boundaries of law prior to any welfare fund 
regulations that they were entitled to do something, and they did. 

Mr. Warnwricut. These were not with the type of company that 
T mentioned ? 

Mr. House. “Type of company” begs the question; does it not? 

Mr. Warnwraicnt. No. 

Chairman Barpen. What is the pleasure of the committee? Does 
someone want to make a motion ? 

Mr. Warnwricur. I move that we meet at 9: 30 tomorrow. 

Chairman Barpen. The motion has been made that we start at 9: 30 
in the morning. 
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Mr. Hovuss. Mr. Chairman, before you recess I wonder if I could 
amplify my answer to Mr. Frelinghuysen’s question because I do not 
want the record to be misconstrued. 

Mr. Tuomrson. Not to be rude to Mr. House, but let us dispose of 
the motion, Mr. Chairman, or is it not necessary? I think we had 
better, because there can be no question later about when we will meet. 

The motion is seconded. 

Chairman Barven. There is a motion made that at the conclusion 
of Mr. House’s statement we will then recess until 9:30 tomorrow 
morning. Is that understood? What is the pleasure of the com- 
mittee? Allin favor let it be known by saying “Aye”; opposed, “No.” 

The The “Ayes” have it. 

Proceed, Mr. House. 

Mr. House. I will be very brief. Your question was whether the 
issues as to amount of commissions did not present problems of busi- 
ness judgment. In my answer I picked a couple of grievous instances 
where at least in New York it was considered that they were obviously 
violations of existing regulations and fiduciary principles, but it is 
certainly true that when you get away from the very grievous instances 
you come into first an area which is suspicious but perhaps sound 

usiness judgment and beyond that an area which is perhaps clearly 
business judgment, and where to draw the line and what practical 
test to apply either in a statute or by the regulatory agency is the 
problem that will confront you. 

Mr. Frevincuuysen. Thank you. 

Chairman Barpen. Thank you very much, Mr. House. 

We will recess until tomorrow morning. 

(Whereupon, at 12:20 p. m., the committee recessed to reconvene 
at 9:30 a. m., on Thursday, June 13, 1957.) 
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THURSDAY, JUNE 13, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON EpucaTIoNn AND Lapor, 
Washington, D. C. 

The committee met at 9:40 a. m., pursuant to notice in room 429, 

Old House Office Building, Hon. Graham A. Barden (chairman) 
residing. 

: Present: Representatives Barden, Kelley, Perkins, Wier, Elliott, 
Landrum, Metcalf, Green, Roosevelt, Zelenko, Thompson, Teller, 

Gwinn, Kearns, Bosch, Holt, Rhodes, Wainwright, Frelinghuysen, 
Nicholson, and Griffin. 

Staff members present: Fred G. Hussey, Chief Clerk; John O. 
Graham, Minority Clerk; A. Regis Kelley, Clerk; Robert E. McCord, 
Clerk; Hartin S. House, Special Counsel on Welfare and Pension 
Legislation; Kennedy W. Ward, Assistant General Counsel; and 
Russell C. Derrickson, Chief Investigator. 

Chairman Barpen. The committee will come to order. I believe 
we were to start off this morning with Mr. Holbrook from the State 
of Washington. 

For any of you who did not hear my statement yesterday the State 
of Washington and the State of New York, I believe, are the only 
two States in the Union that have actually started operating a type 
of welfare fund supervision or assistance. At any rate, it is the 
insurance commissioner’s responsibility in those States to carry out 
the wishes of the legislature that passed the law. I thought we would 
be interested in knowing how it operated in the State of Washington 
and what was going on there. Mr. Holbrook is the man who has been 
the actual administrator of the program. 

Mr. Holbrook, will you identify yourself to the reporter and then 
proceed as you wish. 


STATEMENT OF A. M. HOLBROOK, JR., DEPUTY, HEALTH AND WEL- 


FARE DIVISION, OFFICE OF STATE INSURANCE COMMISSIONER, 
STATE OF WASHINGTON 


Mr. Horsroox. My name is A. M. Holbrook, Jr. I am deputy in 
charge of the health and welfare division, State of Washington 
insurance commissioner’s office. 

Chairman Barpen. Mr. Holbrook, I believe you said you had just 
recently written a letter to someone that pretty well covered this 
subject. 

Mr. Hoxrsrook. Yes. I think that to begin this, gentlemen, if 
I may I would like to read a letter that I have recently written, act- 
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ually in May of this year, to the Library of Congress so that it is on 
public file here in Washington. It forms a good beginning to this 
discussion. 

Before I do that though I would like to express the regrets of 
Commissioner Sullivan that he is unable to attend here. He is at the 
National Association of Insurance Commissioners’ meeting. They 
hold their meeting once a year. He is a member of several of their 
legislative committees and it is just impossible to be in two places at 


this time. 
I will go ahead with this letter. It starts: 


Whereas it is not a simple matter to describe the results of nearly 2 years’ 
activity in this vast, new and complex field in one letter, we want to cooperate 
with you to the fullest extent possible. We have prepared this review of our 
procedures with the hope that it will be of some value to your present study. 
We shall begin with specific examples of our work and shall conclude with 
general opinions and comments. 

As an aid to this review, we are enclosing and shall make further reference 
to the following items: 

(a) R.C. W. 48.52.010 et. seq. Ex. Sess. Laws of 1955 (2). 


That represents the actual law of the State of Washington under 
which our division was established. 


(bo) Annual statements—for trustees and/or administrators (2). 


These are the statements that we finally prepared to send out for 
these trustees and administrators to complete on an annual basis. 


(c) Annual statements—for Insurance Carrier or Health Care Contrac- 
tors (2). 


I will explain these later but that represents the annual statement 
that the insurance companies and carriers have to prepare. It con- 
tains similar information but not in exactly the same manner. 


(d) An index from the examination report (1). 

Washington’s employee welfare trust fund law, R. C. W. 48.52.010 et seq. Ex. 
Sess., Laws of 1955, became effective June 23, 1955. As of July 1, 1955, Com- 
missioner Sullivan established a separate office here in Seattle in order to 
centralize the administration of all activities in connection therewith. 

Our law is primarily one of disclosure. Several of the more important fea- 
tures should be brought to your attention as they especially relate to your 
review. Section I (2) defines the funds concerned to mean “* * * any fund 
established * * * whether such benefits or services are to be paid directly from 
such fund or interest therefrom, or paid under contracts entered into * * * 
with an insurer or health care service contractor * * *” There is no question 
as to whether or not a “self-insured” trust fund is included under the auspices 
of our jurisdiction. 

Section 2 of our act provides for the examination of the trust plans and 
further states that the costs and expenses of the Commissioner and examiners 
shall be paid by the examining authority. By far the greater majority of the 
trust plans cannot afford to stand the cost burden of a thorough and proper 
examination. 

Sections 3 and 4 refer to the filing of documents by the trust plans and by 
the underwriter of their benefits. Such reports and other financial data shall 
be open to inspection by the public in the Commissioner’s office. This is the 
most important point of our law and certainly any Federal statute drawn shall 
incorporate this public-disclosure requirement. 

The exclusion of certain trust plans provided in section 7 is perhaps the only 
objectionable feature in our law. The beneficiaries of these plans so exempted 
are not receiving the kind of State-supervised protection granted all others. 
According to the comments made by the representatives of several banks that 
administer trust fund plans we have examined, there is no similarity in the 
balance sheet type audit presently being received by such plans and the study 
and review as shown in our examination reports. An accounting of the finan- 
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cial affairs represents only a small part of the many necessary considerations 
reviewed in our reports. 

Approximately 20 employee welfare trust funds have been examined under 
the provisions of our new law. The majority of these have constituted “pilot 
plans” as a test of our examination procedures and of the adequacy of our an- 
nual statement requirements. These have covered a cross section of types and 
locations of administrations, as follows: 

(a) Jointly administered in the office of the union. 

(b) Jointly administered in the office of the employer. 

(c) Unilaterally administered by the employer alone. 

(d@) Unilaterally administered without employer representation. 

(e) Jointly administered in the office of the trust plan under the direction of 
the broker. 

We have received fine cooperation from the trustees and administrators of 
those plans examined and from all other persons responsible for the completion 
and filing of our required annual statements. Completed examination reports 
are on file in the Commissioner’s office in Olympia as a public document and are 
readily available for review by any visiting or local member of your staff. 


This refers to this letter. I am writing it to the Library of Con- 
gress. Any references are to them but it would also apply to the 
members of the committee here. 

Mr. Gwinn. Mr. Chairman, I did not hear any reference to where 
funds are managed exclusively by labor. Have you such funds? 

Mr. Hoxsrooxk. I just mentioned unilateral administered without 
employer representation. By that I mean by labor although usually 
these is a broker intermingled there in the State of W ashington. 

Mr. Gwinn. Thank you. 

Mr. Hoxrsroox. Actually, I want to read the letter and then we 
will get into the discussion of the various points. 

To go on with the letter: 


In order that you may be appraised of the contents of a typical report, we 
are enclosing an index page taken therefrom. 

The annual statements required of the trust plans are filed with our office 
within 60 days of the close of their fiscal periods. Occasionally, a delay is 
caused by the fact that certain information requested therein relates to their in- 
surance policy, the contract year end of which is often later than the fiscal year 
end of the trust plan. We also require a filing on an annual basis from the in- 
surance carrier or health care contractor underwriting the benefits of the trust. 
Although different in form, the two statements overlap in the data requested and 
serve as an excellent spot check upon the financial and other information re- 
quested. Whereas financial data is of major importance, these statements are 
also directed toward a disclosure of those areas in particular where malpractices 
are most apt to occur. 

Although many of the following thoughts may not be considered to be official 
expressions from the Insurance Commissioner’s office, we are endeavoring to 
briefly review some considerations that have become readily apparent in the 
pursuit of the administration of our law. We would be pleased to review our 
program at any time with you or any member of your staff in order to more 
closely familiarize you with our procedures. 

At the present time, the only guides established for employee welfare trust 
plans are those contained in the Taft-Hartley Act (NLRA of 1947), section 302, 
for those industries subject to the act. Many employers otherwise subject to 
the act have, on the advice of their counsel, attempted to establish trust plans 
that, according to their selected definitive terms, exempt the trust from com- 
pliance with the requirements set forth in section 302 of the act. This section of 
the act should be carefully and properly amended as a prerequisite to new 
Federal legislation. All existing doubt should be removed as regards such veils 
of definition in particular and section 502 should be amended to clearly ce:ine its 
purpose and its terms; i. e., “representative of employees.” 

One of our examination reports pointed out a possible violation of section 302 
of the Taft-Hartley Act. Our local newspaper further publicized the fact. For 
lack of any Federal agency administering this section, no steps have been taken 
to review or remedy the situation. 
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We feel that Senate bill 1122 introduced by Senator Paul H. Douglas has con- 
siderable merit. The principle of “public disclosure” is of paramount import- 
ance. However, it would be valueless unless provision is made for the promul- 
gation of rules and regulations to be issued in conjunction with the administra- 
tion of such an act. Sufficient penalties must be provided in order to prevent 
willful wrongdoing or neglect. The trustees must clearly be charged with their 
full responsibilities no matter by whom appointed and whether or not the plan 
is jointly administered. 

At the present time it is impossible to foresee the extent of the future influ- 
ence of employee welfare plans upon the very economy of the United States as 
a whole. It would be unfortunate to pass legislation so restrictive that it would 
not permit proper changes in administrative practices. In addition, the great 
variety and complexity of the many trust plans clearly calls for legislation broad 
enough in scope and terms to allow them all to be able to properly continue their 
present benefit programs under the act. 

Certain individuals or groups have recommended that the expense of exami- 
nations be charged to the plan being examined. If it were a simple balance-sheet 
audit, this would be reasonable. However, we do not feel that a simple balance- 
sheet audit is sufficient to protect the interests of the insureds and their bene- 
ficiaries. A number of the items comprising our examinations are as follows: 
The minutes of the board of trustees are reviewed to determine that all actions 
taken by trustees have been in compliance with the terms of the trust agree- 
ment; eligibility rules and lists of employees are traced back to the original 
employers’ report; claim payments are checked to determine that only those 
eligible are recipients thereof; all employer contributions are confirmed; the 
underwriter of the insurance benefits confirms total premiums received, brokers’ 
fees, etc.; the appointment of the administrator is reviewed along with his 
administrative expenses and/or fees; the competitive bids from insurance car- 
riers and the reasons given for the selection of one carrier are reviewed; general 
office procedures and the business practices of the trust are reviewed; the trust 
agreement itself is discussed in the report; ete. It is readily apparent that two- 
thirds or three-fourths of the trusts would not be able to bear the cost burden 
of such a proper, thorough examination. 

Certainly those States having an effective law of their own should be per- 
mitted to carry on without forcing the trust plan to be subjected to any dupli- 
cation of regulatory or examination requirements. Such States should be encour- 
aged and assisted. It is self-evident that this function can be performed much 
more directly and at a considerable saving in time and expense at the State level. 
It cannot be expected that all evils or neglect will cease automatically the day 
such a statute becomes effective. However, the effect of our law has been felt 
throughout the Northwest, and, of course, the State of Washington in particular. 
The interest displayed by the trustees and administrators in requesting sugges- 
tions to keep their plans in proper order, and the interest indicated by the increas- 
ing number of visits and telephone conversations with the individual participat- 
ing members, is further evidence that these trusts are endeavoring to organize 
their procedures and follow good business practices. In addition, many States 
and members of the legislative committees have evidenced a considerable interest 
in our program. 

The public official charged with the supervision of any law, State or Federal, 
should consider how closely associated the affairs of these trust plans are with 
the insurance programs underlying each. Qualified personnel representing that 
official must be fully cognizant of the practices considered to be proper for the 
insurance carrier, health-care contractor, and broker and agents thereof. The 
responsibilities and duties of the trustees and the procedures expected of the 
administrator must be recognized and considered. As mentioned previously, the 
wide variety of trust plans require that the statute be drawn in language general 
enough to apply to all and not so restrictive or specific as to jeopardize the activi- 
ties of any in the varied pursuits of their intended purposes. 

Legislation should be drawn to include whatever is determined necessary for 
the protection of the beneficiaries of these trust plans. Direct influence and 
subtle suggestions of either management groups or labor organizations or others 
must be avoided except when constructively offered. One of the most important 
hurdles is that of the general education of the concerned trustees, which will of 
itself tend to establish the cure and work toward the prevention of unethical 
or illegal acts. 

Ever since we began the administration of our new law, we have been ex- 
tremely interested in this new field of endeavor. We recognize the great im- 
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pact that these trust plans have upon the society of our country. It is import- 
ant that they be allowed to continue granting benefits to the public and that 
the public’s confidence therein should not be shaken. We are doing everything 
in our power to assist in the programing of properly managed trust plans follow- 
ing good business practices, administered in an open manner that permits any 
participating member thereof to review his plan’s financial affairs at any time. 
Certain unusual practices have come to our attention from time to time and in 
each instance we assisted in the improvement or elimination thereof. On the 
other hand, if any embezzlement or other fraudulent activities should be dis- 
covered, much more drastic action will be taken. 

We sincerely hope that we have contributed toward your program. We have 
no reports covering such background or administrative activities other than the 
Commissioner’s report to legislature each year. However, they would not be of 
any value in this regard. 

This is the conclusion of this letter. I think it sets up a good begin- 
ning for this discussion today. 

In order to get a good start and since we are talking about Wash- 
ington’s law certainly as the reason why I am here, maybe it would 
be a good idea to take the law which is not a very long one and go over 
it section by section and read it. Then we would know just exactly 
what we are talking about. 

Chairman Barpen. That. would be fine. 

Mr. Horproox. Section 1 of this law has to do with definitions. 
Section 1, paragraph (1) defines the insurance commissioner of the 
State of Washington. Paragraph (2) states as follows. 

Mr. Warp. There are copies of this law in a report before the 
committee on page 62 which they might they like to follow along with 
the witness. 

Mr. Horrroox. I know it is not necessary to mention that any time 
I anticipate any questions at all just speak up and we will stop. From 
here on ask any question any time and we will try to explain it if we 
ean, 

Paragraph (2) of Section 1 says, 

“Employee welfare trust fund” means any fund established for employees of 
one or more employers for providing employees, their families or depend- 
ents * * * 
and so forth. 

In other words, gentlemen, this says any funds whether or not it is 
self-administered, self-insured or any other way; just so long as it is 
a trust fund it is subject to our act. 

Mr. Wier. That will be one of the bones of contention here. It was 
a bone of contention in my State. You say any trust fund. 

Mr. Hotproox. That is right. 

Mr. Wier. A department store in Minneapolis with 1,200 employees 
sets up its own fund in that department store for retirement pur- 
poses and sickness under the administration of one of their employees. 
That is a plan that the department stores usually have. The funds 
are retained’ by the store. There is no collective bargaining. This is 
a voluntary action on the part of this corporation. Do you classify 
that fund as a trust fund? 

Mr. Hotsroox. We have not. In the first place, there are a sufficient 
number of trust funds themselves that are clearly definable to keep us 
extremely busy for a long time, and since that is not a trust fund, unless 
there is an actual trust document, unless trustees are appointed under 
it, unless there is a separation of in whose possession the funds are kept, 
the funds are actually paid by the employer or employees to a trust 
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established for the purpose of providing these benefits from those 
funds, in other words, if there is not a trust plan involved we do not 
consider them at all. 

Mr. Teter. Would not any retirement fund set up under the inter- 
nal revenue law have to be a trust fund as distinguished from an 
employee welfare fund? The Bureau of Internal Revenue has to 
pass on the validity of an ci dg pension fund in advance and my 
impression is that you must have a trust fund to qualify under the 
income-tax laws. Am I right in that impression? 

Mr. Horproox. I am sorry. I am not sure whether that is tech- 
nically it. If there is a trust fund established under the pension pro- 
gram why is there this consideration of losing your interest when you 
transfer from one employer to another? 

Mr. Teuzr. It is because that is one of the allowable provisions of 
the trust fund under the Internal Revenue regulations. 

Mr. Hoxsroox. I am sorry that I cannot say whether or not it has 
to be a trust fund to be a pension fund. 

Mr. Tetxer. Suppose it had to be a trust fund in order to be a pen- 
sion fund under the Internal Revenue regulations. Would it come 
within the purview of the Washington law? 

Mr. Horsroox. If it is a trust fund it would. 

Mr. Gwinn. Then the way to avoid this act is not to create a trust 
fund. 

Mr. Horsroox. Perhaps. 

Mr. Teter. You could not have a pension fund without a trust fund 
under the Internal Revenue regulation. 

Mr. Gwinn. As a matter of fact, are all of your funds in Washing- 
ton under some form of trust fund and subject to your examination ? 

Mr. Hoxtsroox. They are not. There are a number of very large 
employers in the State of Washington that have not ever established 
a trust fund for the health and welfare benefits for their employees. 
They are not subject to our act. 

Mr. Gwinn. Then are there also union funds set up which are not 
subject to your examination ? 

Mr. Horsroox. If they did not have a trust fund they would not 
be subject to our act. The act plainly states “trust fund.” As I say, 
we have more than we can take care of just examining these and we 
have not gone beyond this. 

Mr. Gwinn. You do not know how many other funds there are that 
are not subject to your examination ? . 

Mr. Hotgroox. I would believe there would be very few union funds. 
There are probably quite a number of employer funds. 

Mr. Tetier. Any union fund subject to the Taft-Hartley Act, if 
drawn from employer contributions would have to be a trust fund. 

Mr. Horznroox. That is right, according to the act. 

Mr. TetuEr. So that the only employee welfare funds administered 
by a union unilateral would be those which had to do with wholly 
intrastate industries which do not come within the purview of the 
Taft-Hartley Act. 

Mr. Horgroox. Perhaps, but I think that most of the unions at 
least in our area have tried very hard to follow the Taft-Hartley Act 
in every case whenever they could, and even though they may not 
have to they would, according to the information we can get from the 
people that are actually administering these plans. Now, it would 
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not be very often that a union would be able to set up a plan of its 
own with its own funds except by virtue of employer contributions, I 
think, but they could and if they did and did not establish a trust 
they would not be subject to the act. 

Mr. Teter. The International Typographical Union has such a 
plan, does it not? Its plan or fund is not drawn from employer con- 
tributions directly, is it? 

Mr. Hoxrsroox. That, I do not know. As I say, we have done 
everything we can do to take care of our own affairs out there and in 
some cases we have not been able to follow all others. 

Mr. Tretter. My understanding is that the International Typo- 
graphical Union creates a fund from employee contributions solely 
and does not come either within the purview of the Taft-Hartley Act 
or any other law. 

Mr. Horzsroox. They would not be able to get group insurance in 
the State of Washington. 

Mr. Truier. The fact that they would have to go to an insurance 
company would not create a trust fund within the meaning of your 
law ; would it? 

Mr. Hotpsroox. No, but they cannot go on employee contributions 
only. It is against the State insurance code. They cannot be issued 
an insurance contract by a carrier on a group basis. 

Mr. Tetter. Is that true of employers alsof Suppose an employer 
sought to get insurance from an insurance company to rationalize 
its agreement to supply employee benefits. Would that employer be 
able to go directly to an insurance company ? 

Mr. Horsroox. He could, providing that the premium was not paid 
entirely by the employees. 

Mr. Tevter. In other words, he would have to contribute a part of 
the premium ¢ 

Mr. Horsroox. A part or all, but not the employees. 

Mr. Te.titEr. Now, suppose the union went to an insurance company 
and sought to secure insurance where the premiums were paid wholly 
by the employees who were union members. You say that the union 
could not get insurance. 

Mr. Hotsroox. The union could pay it out of the union funds but 
the employees may not contribute 100 percent to it. 

Mr. Teiter. Suppose the employees contribute money to the union 
and the union, using its funds, then applied for insurance. Could 
the union not get insurance / 

Mr. Horsroox. The union can but the employees may not pay out 
the premium directly. It is easier for me to quote our insurance law 
on the subject. Section 23050, the Insurance Code of the State of 
Washington concerning labor union groups: 

The lives of a group of individuals may be insured under a policy issued to 


a labor union which shall be deemed the policyholder to insure the members of 
such union for the benefit of persons other than the union or its officials. 


Section 2 under this says: 
The premium for the policy shall be paid by the policyholder— 
that is the union— 


either wholly from the union funds or partly from such funds and partly from 
funds contributed by the insured members specifically for their insurance. No 
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policy may be issued of which the entire premium is to be derived from funds 
contributed by the insured members specifically for their insurance. 

Mr. Tretxier. Could the union administer the plan without going 
to an insurance company at all? 

Mr. Hotzrook. I do not believe there is anything in our statute that 
would prevent them. 

Mr. Gwinn. If they did, would they be subject to review under 
your act? 

Mr. Horsroox. No, not under the act because the act refers to trust 
funds, but, if they set up a trust fund, yes. If they did not, no. 
May I continue? 

Chairman Barven. Mr. Holbrook, going back to Mr. Wier’s ques- 
tion which I believe was based on the employer, the owner of the 
store guaranteeing to the employee certain benefits, did your answer 
apply whether that store or company separated that fund from its 
normal operations or not, or did it just apply when the company did 
not separate it? 

I have in mind that the concern that Mr. Wier spoke of set aside 
$50,000 in a separate fund for that purpose. On the other hand he 
would not set aside anything but it would be paid out just like sal- 
aries were paid out from the general treasury of the store. Would 
that make any difference in the handling under the Washington law ? 

Mr. Hotrsroox. Mr. Chairman, it would not. The concern is 
whether or not there is a trust fund established. If there is a trust 
fund established, then it would be our concern to see to it that sepa- 
rate funds were kept and they were not commingled. 

Chairman Barpen. I had that in mind when I said that. the $50,000 
was set aside and earmarked, we will say, as a fund to pay those bene- 
fits to the employees and, of course, you normally refer to that as a 
trust fund. That fund is there for the purpose of paying these 
benefits. 

Now, how would that be treated under the Washington law? 

Mr. Horsroox. If there is a trust fund established to pay benefits, 
and we have been trying in every way we can to locate any and all 
such trust funds, it is subject to our act. 

Mr. Wier. Will you read over the provisions of the law that de- 
fine trust funds. 

Mr. Hoxrproox. Let me read this provision right here: 

“Employee welfare trust fund” means any fund established for employees of 
one or more employers for providing employees, their families, or dependents 
medical or hospital care, disability benefits, death benefits, retirement benefits, 
annuity benefits, health care services, or any insurance benefits whether such 
benefits or services are to be paid directly from such fund or interest there- 


from, or paid under contracts entered into by the trustees of the fund with an 
insurer or health care service contractor. 


Mr. Wier. Mr. Chairman, in the case I mentioned, that would be 
a trust fund because it is called a retirement fund. 

Now we come to hospitalization and sick leave. They are paid. 
I think there is a contract with the Blue Cross organization. What 
do you do in the State of Washington where an employer sets aside 
a reserve for taking care of hospitalization ? 

Mr. Hoterook. Mr. Wier, again I am trying to draw this line very 
definitely between a trust fund and a trusteeship established, a written 
document as being separate from just a reserve on the books of the 
corporation to pay these funds. 
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Mr. Wier. In other words, then, in the case of a number of these 
funds, just funds that are set up for this purpose of welfare covering 
the whole field, whether it is death, insurance, retirement at a compul- 
sory age, or whether it is hospitalization, surgery and so forth, if that 
does not become a trust fund by the interpretation of the language in 
the act, it is free. 

Mr. Horsroox. That is correct. 

Mr. Wier. That is true even if that company is in interstate 
commerce. 

Mr. Hotsroox. Even if it is covered, if it is not a trust fund it is not 
covered by this act. This act relates to trust funds. 

Mr. Teter. The Taft-Hartley Act only applies to such trust funds 
as arise from employer contributions to union welfare plans. A 
jointly administered employer-union trust fund would not come under 
the language of the Taft-Hartley Act. 

Chairman Barpen. I believe there were some exceptions of those in 
existence and operation prior to the passage. 

Mr. Tetier. That took it out and did not put it in, Mr. Chairman. 

Chairman Barpen. I understand. You may proceed, Mr. Hol- 
brook. 

Mr. Hovsr. Mr. Chairman, may I attempt to clarify the question as 
to the Internal Revenue Service situation ? 

Chairmar Barpen. I think it would be appropriate at this point. 
Yes. 

Mr. House. That question was asked by Mr. Teller. As I under- 
stand the internal revenue section applicable to the pension funds, 
if the plan qualifies for the pension fund then the amount of contri- 
bution that the employer makes year by year into the fund is a proper 
deduction for tax purposes. If it does not qualify, that is not a proper 
deduction for tax purposes. But on the other hand even without a 
plan which qualifies to the extent to which the employer’s moneys 
are actually paid out to employees for pension or welfare benefits the 
moneys paid out would always be proper deductions without qualifi- 
cation of the plan. 

Mr. Teter. I do not entirely go along with you. If your proposi- 
tion were correct, an employer in a good year could pay a dispro- 
portionate amount and get an income-tax benefit and I do not think 
Internal Revenue would stand for that. I have before me the In- 
ternal Revenue Code. Section 401 speaks of a trust created by an em- 
plcyer for pension purposes and only such a trust created by an em- 
ployer, so that even amount being paid each year without relation 
to profits would qualify for income-tax deductibility under the In- 
ternal Revenue Code and prior approval must be secured from In- 
ternal Revenue. 

The basic point that I would like to make is that every retirement 
fund would have to be a trust fund in order to qualify for income-tax 
deductibility and therefore would come within the purview of the 
Washington law or for that matter to view any rational law governing 
regulation of pension fund for employees. 

r. Housr. I think perhaps I did not make my point clear. I am 
distinguishing between the amounts which the employer pays into this 
fund which is still held and not actually disbursed to employees. As 
to that, the requirements as to pension plans do apply, but as I under- 
stand it, without the creation of any funds, if an employer pays out a 
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sum of any amount of dollars, whether by way of a bonus at the end 
of the year to actual working employees or payments made to prior 
employees who have retired, the amount of the money which the em- 
ployer actually parts with and pays out to an employee does not, of 
course, come under the pension plan retirement but is a legitimate 
business expense and is deductible as such. That is the situation you 
would have, for example, if in the case of the department store there 
were no fund. If there were no fund the amount the store sets aside 
each year would not be deductible but the amounts actually paid out 
to employees for pensions would be deductible as business payments. 

Mr. Tetier. The point then is that an employer can set aside a 
certain amount of money each year for the purpose of paying on a 
subsequent occasion to an employee who retires, a certain amount of 
money, and that that employer under the view which you have ex- 
pressed would not have to set up a trust fund under Internal Revenue, 
and that it could not be subject to regulation. Is that your point? 

Mr. House. No, Mr. Teller. That mingles the two branches of the 
point I was making. Where the employer sets aside this year to con- 
tribute to a large fund which is used on future occasions he cannot 
deduct that amount unless he has a plan qualified under Internal Reve- 
nue. Assuming he does not wish to deduct that amount or does not 
set aside any amount and holds on to it, and assuming that in 1957 he 
actually pays $15,000 out to employees, the amounts actually paid out 
to employees are always deductible. The Internal Revenue rules 
apply only to the deductibility of sums set aside for some future kind 
of payment. 

Yhairman Barpen. Mr. Holbrook, you may continue. I think you 
escaped that argument pretty well. 

Mr. Horsroox. All right, fine. 

Section 1 further defines “health care service contractor,” “in- 
surer,” and “person,” in accordance with our regular insurance code. 

Section 2: 

The commissioner may examine each employee welfare trust fund as often as 
he deems necessary, and the commissioner shall examine each employee welfare 
trust fund at least once every 5 years. The commissioner, for the purpose of 
this section, shall have the same powers and duties of examination as provided 
in chapter 48.03 RCW: Provided, That the costs and expenses of the com- 
missioner and examiners shall be paid by the State. 

Gentlemen, I think that is a very important point in our law be- 
cause we have found that there are a good many of these trust funds 
that are small ones. The larger ones could afford the cost but the 
small ones could not and it would be impossible to go in there and in a 
few days, which is all they could afford, attempt a good thorough ex- 
amination. It is just impossible. If you would force these people 
to make payments for the examination it would actually almost elimi- 
nate the purpose of the trust because they do not have the funds on 
hand to pay the cost. 

Mr. Teiter. How many people are employed in this division for 
the purpose of administering this law? 

Mr. Horsroox. For the purpose of administering this law for the 
first 6 months there was 1 person employed, myself. In the second 
6 months there were 2; in the last year there have been 4 of us. 

Mr. Tetier. Are you obliged under the law to make these exhaustive 
audits of every one of the reports ? 
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Mr. Hoxsroox. We are obliged to make a good examination or not 
go in, we feel. 

Mr. Textzr. Or not go in at all? 

Mr. Hotsroox. That is right. 

Mr. Tetter. 'To what extent have you not gone in / 

Mr. Hoxsroox. To the extent that we have about 24 or 25 funds 
examined to date. 

Mr. Teter. How many funds do you estimate there are? 

Mr. Horsroox. 150. 

Mr. Wier. Does the Washington law compel by penalty the filing 
of reports on the unions’ welfare funds ? 

Mr. Hotsroox. We will get to that. I do not believe there is a 
penalty as such for lack of filing, but it certainly compels the filing. 

Mr. Wier. In what way do you find these welfare funds that might 
be set up today, tomorrow, or may have been set up yesterday ¢ 

Mr. Hoxsroox. In the beginning we corresponded with every insur- 
ance company and every health care contractor that was authorized 
to do a group business in the State of Washington. From the results 
of that we got confirmations of the names and addresses of approxi- 

mately 125 or 130 trust funds in the State. We sent them copies of 
the law and asked them to please return this information to us. 

Mr. Wier. How many groups do you have registered now as quali- 
fying for your examinations? 

Mr. Horeroox. Right now it is approximately 150. 

Mr. Wier. You have more unions than that in Seattle alone. 

Mr. Hortsroox. We may have more unions but they may not have 
trust funds. 

Mr. Wier. I think you are permitting a lot of what we call welfare 
funds to escape scrutiny. Would you agree to that? I do not want 
to charge you with it. I am just asking you if it is not possible that 
the percentage of company unilateral welfare funds that could escape 
under this trust fund provision is tremendous. 

Mr. Hoxrsroox. I think you are correct. I believe in order to take 
on that additional burden there would have to be a tremendous in- 
crease in available funds to carry out such a program. The law would 
have to be changed first in order to consider them to be under our 
jurisdiction. 

Mr. Wier. Let me ask another question because this always comes 
out of these laws. They set up the law and do not give any policing 
of it. Is your staff of your division limited by the law as to the num- 
ber of examiners and assistants to your department? 

Mr. Hotproox. Not at all. We have only one slight limitation. 
In the last paragraph of the law it says that for the next biennium 
$46,000 is appropriated. 

Mr. Horr. Would the gentleman yield? 

Mr. Wier. Yes. 

Mr. Hour. Has your legislature ever tried to get laws through on 
these unilateral funds? 

Mr. Hoxrsroox. To the best of my knowledge, they have not. Let 
us review for a moment how this law came up. This house bill No. 
23 was presented before the regular session of legislature in 1955 and 
it is one of the very few bills that passed both houses of our legislature 
without a single dissenting vote. There was not anybody anywhere 








36 WELFARE AND PENSION FUND LEGISLATION 


against it. When it passed both houses and got to the Governor for 
approval he vetoed it. In the extra session of the same session in 
1955 there was one amendment added to our act. Nothing else was 
changed; section 7 was added; that is all. This time when it came 
before the Governor it was approved. I should say the former Gov- 
nor. Section 7 states: : 

Sec. 7. Sections 2 and 3 of this Act shall not apply to such an employee wel- 
fare trust fund where the trustee, or all of the trustees, are subject to examina- 
tion by the supervisor of banking of the State of Washington or the Comp- 
troller of the Currency of the United States or the Board of Governors of the 
Federal Reserve System. 

Mr. Hour. Would the gentleman give me some examples? 

Mr. Horzroox. I beg your pardon. 

Mr. Hour. What are some of the examples of some of the funds 
that come under this section 7 ? 

Mr. Horsroox. Well now, this is the kind of fund, I believe, that 
Mr. Teller had in mind. When a corporation places funds in a bank 
and the bank acts as trustee for those funds to pay pension benefits, 
perhaps that would be a sample of what would come under section 
7 and be exempt from our act if the bank is a trustee for the funds. 

Mr. Horr. How about these plans that the unions have that are 
under a bank? Are they exempt ! 

Mr. Horsroox. If the bank is a trustee appointed. Generally 
speaking, the unions in our area prefer to have employer and employee 
trustees run the plan. 

Mr. Frevincuuysen. Mr. Holbrook, you were going to give us the 
background of this statute. I am still a little puzzled as to just what 
caused such a feeling in the legislature that something must be 
enacted. What abuses had developed which it was felt important to 
control by this legislation ¢ 

Mr. Horsroox. I believe the abuses they read in the paper as com- 
ing out of the eastern areas. 

Mr. Frecincuvuysen. The eastern areas of your State or your coun- 
try. 

Mr. Horsroox. The eastern areas of the United States. 

Mr. Fretincuuysen. They were not concerned about the western 
areas ¢ 

Mr. Horsroox. They wanted to prevent anything happening in this 
field. 

Mr. Fretrnecnuysen. Where does Mr. Beck come from ? 

Mr. Hotgsroox. He comes from Seattle, I believe. 

Mr. Frevincuvuysen. That is what I thought. Specifically what 
were the abuses to be corrected ? 

Mr. Hotprook. Specifically, I think the Senate Investigating Com- 
mittee had carried out and disclosed a number of abuses in the Chi- 
cago area. 

Mr. Fretincuvuysen. Can you give us any specific instances of 
what they were trying to control by State action ? 

Mr. Horgsroox. You are referring to unions specifically so that I 
will say that they were trying to make this thing a public disclosure 
act so that the union health and welfare funds could not be ques- 
tioned, to prevent such things from occurring if they know and have 
a fear of public disclosure in advance. They sought to clean up the 
thing before anything went wrong. Actually the two strongest 
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groups out our way, the State federation of labor and the teamsters 
had both been in existence for quite some time and had very efli- 
cient, well-managed office operations in regard to their health and 
welfare funds. 

Mr. Frevincuuysen. The teamsters ? 

Mr. Hoxrsroox. The teamsters. They did not want some lesser 
group perhaps without that kind of office procedure to get into trouble 
on their health and welfare funds. 

Mr. Frevincnvuysen. I fail to understand what we are talking about. 
Maybe I should not ask questions. It is because the teamsters’ affairs 
were in order that this move sprang up in the State to control some 
of the other funds? But a number of them as I understand it were ex- 
cluded because you lacked the money to carry on the necessary exami- 
nations if you did include them. Is that what you testified a short 
time ago? 

Mr. Hotsroox. No; you are putting too many things together that 
I do not think are related. 

Mr. Fretincuuysen. I wish we did have a general statement from 
you as to the reason for the legislation and what its effect has been. 
I have found it quite difficult to follow the value of the legislation 
as you reported it from a letter to the Library of Congress of which 
we do not have copies. It is hard for me to understand just what you 
have in your State and how effective it has been. 

Mr. Horsroox. I believe the thing that kicked it off in our State 
was the fact that they had been reading about these disclosures of 
so-called fraudulent, or whatever other kind of activities you want 
to name, that had been revealed both by the New York Insurance De- 
partment’s report and by the Senate Investigating Committee; and 
the very fact that the committees were doing this work and they 
wanted to do their best to take care of the State of Washington to see 
that these funds were run properly there. The fact that manage- 
ment felt that way and labor felt that way both is the thing that is 
good about it. 

Mr. Wier. Mr. Holbrook. 

Mr. Horr. I never did finish my questions. 

Mr. Fre.incuvuysen. I am not going to ask any more questions. 
Maybe something will come out of it if I am patient. 

Mr. Wier. Mr. Holbrook, if I remember correctly, this law went 
into effect in 1955. 

Mr. Horgroox. Yes. 

Mr. Wier. That was before the so-called recent Senate investiga- 
tions of the teamsters. The teamsters had had some difficulty in 
other sections but it was not of any great significance around the 
country. The law was passed before these recent Beck hearings 
in Washington. 

Mr. Horsroox. You should not draw into this any inference that 
the health and welfare programs of these organizations are run with 
any kind of similarity to their regular union fund affairs. I would 
hate to see you do it because they are not. 

Mr. Tetter. How do you mean that? 

Mr. Fretincuuysen. Are you addressing that remark to me? 

Mr. Horr. If I may make an inquiry, Mr. Chairman, I asked for 
the floor from Mr. Wier to continue a question. I wonder if I could 
do that. 
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Chairman Barpen. Well, we have tried to proceed informally. 

— Hott. I have been proceeding so informally that I have been 
eit out. 

Chairman Barpen. The gentleman has the floor. 

Mr. Hour. Getting back to section 7, where you talk about the fact 
that you do not examine those funds which “trustee, or all of the 
trustees are subject to examination by the supervisor of banking of 
the State of Washington or the Comptroller of the Currency of the 
United States or the Board of Governors of the Federal Reserve Sys- 
tem,” am I correct in stating that if an employer-employee trust fund 
is under the supervision of a bank that you folks do not look into it? 
Is that correct ? 

Mr. Horsroox. Ifthe bank is a trustee. 

Mr. Hott. Just one of the trustees. 

Mr. Hoxsroox. If the bank is appointed one of the trustees; if 
one of the trustees is a bank. 

Mr. Hour. The way to get one of these funds out from you folks 
looking into it would be to have one of the trustees be a bank, is that 


al 
r. Hotsroox. I think that is correct. However, it would not go 
unnoticed if they should switch suddenly. 

Mr. Horr. What do you mean by that? 

Mr. Horsroox. Well, in the first place we have them on file as what 
they are now. If there would be some sort of mass exodus toward 
this other thing that you mentioned I think it would not escape public 
attention. 

Mr. Horr. Not being a banker or lawyer I ask whether under the 
banking laws they go into these funds thoroughly if they are union 
trust funds. 

Mr. Hortsroox. We have examined two trust funds that banks ad- 
minister. There is a difference between administration of these funds 
and being a trustee responsible for the funds. 

Mr. Hott. I see. 

Mr. Hotsroox. The bank can be hired as administrator for these 
funds. We have examined two such funds. In each instance the bank 
authorities with whom we dealt have said that they have never been 
subjected to that kind of examination before, that the bankers in their 
regular course of examination prepare more of a balance sheet audit 
of these funds. That is, the money isthere. They can count it. They 
can review. That is basically the type of audit, whereas we are con- 
cerned with the actions of the trustees and the eligibility of the per- 
sons covered : Do they change from month to month; were the claim- 
ants eligible before they became claimants; is there any kind of 
switching around of names; the insurance contracts themselves; the 
brokerage fees; everything. 

Mr. Hour. Were you made aware of the hearings of this House 
committee in September of 1954 where we ran into some things going 
on in the insurance business in Seattle? I wondered if that had any- 
thing to do with your legislation. It occurred just before it was 
passed and I was curious about that. 

Mr. Hotsroox. The information has not become very widely assim- 
ilated, I believe, out there. I cannot get on anybody’s mailing list as 
I said because we are understaffed. 
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Mr. Hotr. In your opinion, there is a lot of money lying around 
that is not really subject to a close examination by the proper banking 
laws or the proper laws of the Federal reserves or there are really 
no laws to cover it at all. 

Mr. Horsroox. I think that would be true but I think it would be 
a big mistake to divorce or split up this thing. It should be examined 
by one authority so that he can maintain control over the administra- 
tion of it. 

Mr. Hour. I know that when we had the hearings out in Los Angeles 
in 1954 we had the representative of the California insurance com- 
missioner and one of the things I want to find out now is what they 
have done since we had those hearings as to whether they have put 
into effect any corrective legislation. You think it should be done on 
a State level by one office. I agree if possible, but we have a problem 
of what to do if all the States do not do it. A lot of money is lying 
around. We found a lot of cash accounts. We found an imsurance 
company there paying 7,000 or 8,000 claims without investigating one 
of them. 

Mr. Texier. Will the gentleman from California yield? 

Mr. Horr. Yes, sir. 

Mr. Tre.xier. I would like to address myself for the moment to the 
expression, “a lot of money lying around.” Is not the very purpose 
of the use of the words “trust fund” to reach all those situations 
where there is a lot of money lying around, and does not the use of 
the words “trust fund” include all such situations but simply exclude 
such situations where a personal obligation is made to provide bene- 
fits where there is no money lying around ? 

Mr. Hott. I agree with that, yes. 

Mr. TreLiter. We come down to this basic question, then: Suppose 
an employer agrees through collective bargaining to provide his em- 
pares with certain holiday benefits, vacation benefits, sick-leave 

enefits which are customary provisions in virtually all collective bar- 
gaining agreements. I have not heard anybody contend that that 
obligation on the part of the employer should be made the subject 
of regulation. Then we go one step further and an employer agrees 
to provide his employees with certain benefits similar to sick-leave 
benefits, including payments for surgical benefits, accident benefits, 
perhaps life benefits. Now, that umilateral obligation on the part 
of the employer with no money lying around for which the employer 
is personally liable does not come within the purview, as I under- 
stand it, of the Washington law. It does not come within the scope 
of the New York law. 

The question is whether that personal obligation not involving any 
funds, not involving any money lying around, should be made the 
subject of congressional regulation. 

Mr. Hott. I think the gentleman brought up a very good point but 
the difficulty we found in our hearings out there is that there were 
3 or 4 large cash accounts around, of $100,000 here or $200,000 there 
and anybody could take the money in and out at will. It was a loose 
operation. Not all were trusteed funds. Some were health, welfare 
and pension funds. 

Mr. Tompson. Would the gentleman yield ? 

Mr. Hott. Yes. 
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Mr. Tuompson. Where were these accounts to which you refer? 

Mr. Hour. They were in the banks. If the gentleman will read 
these hearings from 1954 he will get information on it. 

Mr. Tuomrson. I did not have the pleasure of sitting on it. 

Mr. Hour. These were just local hearings out in Los Angeles. 

Mr. Tuompson. Were these company funds or union funds? 

Mr. Hott. I am just talking about one set of hearings. 

Did you have an opportunity under your setup in Washington to 
exchange information with the supervisor of banking if there is one 
of these funds about which you want to know something? 

Mr. Hotsroox. We have perhaps no prescribed right by statute, 
but I am sure there would be a cooperative background to work in. 

Mr. Horr. I want to thank you for answering my questions and I 
want to thank you for coming back here. I yield. 

Mr. Ruoves. Mr. Chairman. 

Chairman Barpven. Mr. Rhodes. 

Mr. Ruopes. I would like you to point out, Mr. Holbrook, what the 
discrepancies are, if you may have noticed, in your 25 examinations 
under this law. What are the main defects you found in the admin- 
istration of these funds ? 

Mr. Horproox. Mr. Rhodes, the kind of defect is a difficult term. 

Mr. Ruopes. I realize that it may be difficult to answer. 

Mr. Hoxisroox. The thing that we have found that needs correction 
the most often is the lack of what would be considered good business 

ractices, the details of carrying out good business practices. Now, 

y the very nature of our act we are examining trust funds that are 
jointly administered most of the time. They are administered by the 
employer and employee trustees appointing an administrator. We 
find usually that the employer trustees are composed of attorneys. 
Usually the employee trustees are perhaps composed of union members 
or not, but there is the board of trustees holding meetings, perhaps 
not recording minutes thereof. They might not feel it is necessary 
to hold a meeting once a year or once in 2 years. The program is 
carried on so that contributions come in, insurance premiums are paid, 
claims are taken care of, and they say, “Why hold a meeting?” 

We have gone in and said, “Ordinary business practice would 
demand that you hold at least an annual meeting to review the report 
from the insurance carrier in regard to whether or not an experience 
rating dividend might be due and to review the entire operation of the 
plan.” It is that sort of detail which is the kind of so-called defects 
which we have found. 

Mr. Ruopes. Is that the main thing you are looking for when you 
make an examination or are you interested also in whether or not the 
employee is getting his money’s worth ? 

Mr. Hoxsroox. We are first interested in finding out or determin- 
ing or proving that all contributions that come in are accounted for. 
That is the first and primary point. 

I do not want to say something too technical. In other words, we 
want to ascertain that the employer contributions are 100 percent con- 
firmed by us. 

Mr. Ruopes. What about the employee contributions? 

Mr. Hotsroox. Employee contributions, when they have them, have 
not been confirmed due to the fact that that is on a dependency basis 
and we can take a look at the amount of money representing depend- 
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ency which might be 10 percent of the total. The employee does not 
even contribute in some plans. Generally speaking this is bargained 
for and totally paid for by the employer. 

Mr. Ruopes. That is the general situation. Suppose you have an 
alternate situation where there may be some funds paid, in either 
through a portion of the union dues, or in some other manner, and 
that money is supposed to end up in the welfare fund. Do you do any 
checking at all to find out whether or not it does? 

Mr. Horpsroox. We have not actually tried to confirm the amount 
of the employee contributions so far. 

Mr. Ruopes. For instance, if a union makes a collective bargaining 
agreement that 3 cents an hour is to go into the welfare fund, assum- 
ing that it is an employer -employee trustee affair and the trustees 
agree to purchase an insurance policy for the benefits, do you try to 
determine whether or not the cost of the insurance is first, reasonable, 
and second, whether or not the contributions which are ‘paid in are 
actually being used up to the limit to purchase the benefits? 

Mr. Horzroox. That first question about whether or not the cost of 
insurance is reasonable, I wonder if that does not get a little bit 
stretching the point, in other words, to determine whether or not in 
any contract whether either side has performed reasonably. 

Mr. Ruopes. I am asking you what you do. 

Mr. Horsroox. Here is what we do. We examine their program. 
We note the cost of the insurance and, of course, the cost of insurance 
can vary with each type of plan and the main test of that is whether 
or not there is a so-called retention formula in effect by the carrier. 
By that I mean the cost of insurance being the premiums paid by the 
trustees. The carrier receives these premiums and must or should 
make an annual report back to the trustees to show the amount of 
money received, the amount of claims paid out, and the amount that is 
left over as such. If the amount that 1 is left over which may or may 
not represent retention is excessive, the trustees primarily should 
perhaps seek a dividend or change carriers to a place where they could 
get a dividend. If the cost is excessive, that would come out in our 
examination. 

Mr. Ruopes. Under this law can you force a trustee to ask for a 
dividend ¢ 

Mr. Horsroox. I do not believe we can force the trustees to ask for 
adividend. Wecan certainly note that they have not. 

Mr. Ruopes. I yield to the gentleman from New Jersey 

Mr. Freincuuysen. Thank you, Mr. Rhodes. 

Chairman Barpen. I was wondering about several expressions 
which I believe you used in your letter to the Library of Congress 
which I think might elucidate what Mr. Rhodes was asking you. 
You used the expression, I believe, “malpractices and the places ‘where 
they most often occur.” You also suggested that it is necessary to 
have penalties for willful wrongdoing. I think I am quoting you ac- 
curately. I jotted down some notes. 

Mr. Hoiprook. That is right. 

Mr. Frevincuuysen. To ol extent does your regulation consider 
what are malpractices and to what extent can they do anything about 
malpractices? In the first place, to what are you referring when you 
use “willful wrongdoing” or “malpr actices ”*? Have you uncovered 
any of those in your examinations of 20 or 25 trust funds? 
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Mr. Horsroox. We have not uncovered willful wrongdoing. This 
malpractice is the sort of thing that I had reference to, the trustees 
delegating responsibility and authority to someone else and not seeing 
to it that the job is done properly by that person; in other words, 
the sort of thing that has come out in these other committee investiga- 
tions about trustees who felt that their own job as trustee was to 
synchronize relations between management and labor and not have any 
regard for the financial affairs of the trust plan. That would be a 
malpractice as such. 

Mr. Fretincuuysen. Has your examination of individual trust 
funds shown that there has been actual mishandling of funds or a di- 
version of funds away from the purposes for which they were put 
into the fund ¢ 

Mr. Hoteroox. It has not. 

Mr. Frevincuuysen. In no case? 

Mr. Hotproox. In no case. 

Mr. FrevinecuHuysen. What does your regulation prove? It has 
not discovered anything of any substance, as I understand it, except 
perhaps a slight lack of regularity in meetings. And the meetings 
do not prove anything anyway except to meet certain formalities. 
This is not really aimed at the areas of wrongdoing. 

Mr. Hoxproox. I believe that when you have a public disclosure 
law, if there had been so-called malpractices or other things of that 
nature that they might not cease that day but the threat ‘of public 
disclosure and an examination by an authority over which they have 
no influence would certainly create an area where they would at least 
not originate and would stop. 

Mr. Frevtincuuysen. Do you think that there had been no 
wrongdoing going on because you did not uncover any? Were they 
able to cover their tracks or was everything in order? Do you antic- 
ipate that you will find no major malpractices i in any fund? 

Mr. Horrroox. We found things that we did not consider malprac- 
tices but did not consider good practice, but they are changing. To 
our knowledge we have not uncovered anything that indicates an 
actual theft of funds. 

Mr. FrevincHuysen. Why do you say there must be penalties for 
willful wrongdoing if you have uncovered no evidence of willful 
wrongdoing ? 

Mr. Horsroox. There should be on a national scale because you 
have found evidence of willful wrongdoing on a national scale. 

Mr. Frevincuvuysen. I should think you would find it on a State 
scale. If your regulation digs in deep enough why do you not find it 
on a State scale if you find it at a national scale? 

Mr. Horpsroox. We have been told that these same committees came 
to Seattle and, having found nothing, chose to say nothing about it. 

Mr. Fretincuvuysen. I yield back to Mr. Rhodes. 

Mr. Nicnotson. I want to ask a question, too. 

Mr. Ruopes. Do you have access to the services of an actuary in 
your department? Do you have an actuary employed ? 

Mr. Horrroox. Not employed. 

Mr. Ruopes. Do you have one on a consulting basis? 

Mr. Horsroox. We have one on a consulting basis, and he is avail- 


able. 
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Mr. Ruopes. Do you ever find occasion to use this actuary to make 
sure that the money which is being paid in is purchasing what 
would be reasonably expected in the way of benefits ? 

Mr. Horsroox. We would, should there be any doubt about it at 
the time. 

Mr. Ruopes. But you have had no occasion as yet to feel that any 
contract is out of line? 

Mr. Hotgsroox. Notas yet; no. We have not. 

Mr. Ruopes. I yield to the gentleman from Minnesota. 

Mr. Wier. Let me try to answer as to what I think is one of the 
weaknesses of the present operation of union welfare funds, and I 
think you will subscribe to this. Congressman Rhodes and I had 
some investigations in our committee here 3 or 4 years ago. I will 
use myself as an example because I have been in this business. 

I sit down with a negotiating committee. I deal with either a 
large employer or a group of employers as an association of em- 
ployers jointly. We seek welfare funds and they may be 8 or 9 in 
character. They negotiate for 15 cents an hour in our contract 
increase, and we finally find a common meeting ground by taking 
10 cents in cash and 5 cents an hour for a welfare fund to be set up 
to cover these given benefits. Now, then, in accordance with normal 
procedure, we agree to trustees for gover ning this fund and primarily 
the policies. The employer sends to these trustees that may be a 
bank or insurance company, the check for the extra 5 cents an hour. 
Your 10 cents an hour is in your pay envelope, and the 5 cents 
goes to this trusteeship. I think the evil of the whole situation 
in most cases is that the negotiating committee goes back to the 
union and tells them, “We have got you 10 cents an hour increase 
beginning May 1 and 5 cents for each of your hours of work for a 
benefit fund. We have to select a committee of three to act as the 
trustees for the union.” The employers have already named three to 
act as trustees of the employers whether it is one company or a group 
of companies. The ultimate result of that has been that the em- 
ployers are satisfied to let the union operate the payments, the 
expenses, and handling of the funds. The money is deposited to the 
benefit fund and the employers walk away and say, “Let the union 
take the responsibility.” So I hire a girl in my office to take care of 
the bookkeeping, the income and expenses and so forth, the claims 
and all of that. Then three of us are the bosses of the money, I think, 
because the employers walk away and are only called in when we are 
going to change the agreed policies. The employers have to be called 
in to change the policies because it is a trusteeship but in the expendi- 
tures, the approval of claims, the approval of other expenses, salary 
for the girl, salaries for me for my extra operation, salary for the 
other two trustees, and maybe some of these claims are on the ragged 
edge, we have full authority to approve or disapprove them. 

I think we found many times in the testimony that the employer 
simply did not pay attention except when the union by agreement had 
to call him in on any change of the policies of the operation of that 
fund. I think that is the laxity, and I think probably you have run 
into that situation out there where the employers do not pay any 
attention except when the union calls them in to change policies of 
the program. Is that correct? 
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Mr. Hotproox. Yes. In answer to your question, Mr. Wier, we 
are trying to do everything we can to let all the trustees know that 
they share equally in the responsibility for these funds and that if 
anything should go wrong that could have been prevented through 
regular, ordinary, prudent action upon their part they should feel 
more than just so-called saddened by the situation. We are trying to 
suggest that there is a possibility that they might be personally 
responsible. 

Mr. Wier. Let me go one step further. Our committee of three is 
in charge of the union funds. I get hard pressed or want to buy a 
new car. The three of us agree “that we are going to loan Wier 
$10,000 out of the fund and get a note from him. That has happened. 

Mr. Hoxsroox. It should not happen under circumstances where 
the check must be signed or the approval must be had by persons 
from each side, the employer and employee trustees. 

Mr. Wier. That is where the employer walks away. 

Mr. Horsroox. He has to sign the check first though. 

Mr. Wier. No, he does not. 

Mr. Lanprum. Mr. Wier, will you yield? 

Mr. Ruopes. I will yield. 

Mr. Lanprum. I am sorry, sir. 

Have you found any evidence, Mr. Holbrook, in your State which 
would support the hypothetical situation which Mr. Wier has offered 
here? Have you found any evidence to support actions like that? 

Mr. Horsroox. Mr. Landrum, we have not found evidence of the 
first question he asked where there might be a loan to an individual. 
We have found no evidence of that nature. We have found this lack 
of concern over the funds themselves. 

Mr. Lanprum. By chiefly the employer? 

Mr. Horeroox. Especially by the employers’ trustees. Even 
though in those cases they were getting monthly and quarterly finan- 
cial statements they were not meeting ‘but they felt that maybe for a 
period of 2 or 3 years there was no need for an actual meeting for the 
trustees as trustees. We have felt that good business practices must 
and should be enforced and we have suggested it and they have agreed 
in each instance to establish a regular meeting place, to have ach of 
the trustees on the board sign acceptance of office of trusteeship, in 
other words, have responsibility and that sort of thing. None of this 
personal loan or misuse of funds was found by us. 

Mr. Ruopes. That brings up a question. Assuming the in- 
stance of operations as a pure trust, so to speak, where the trustees 
themselves actually invest the funds and pay out the benefits. Do you 
have any jurisdiction under this law to inquire as to the soundness 
of the investment? If the situation had occurred as outlined in the 
question of Mr. Weir, I presume the trustees would have said, “This is 
an investment. He will have to pay interest.” 

Under your law do you have the right to say, “This is not a sound 
investment and you have to liquidate it Fand mé ake a sound investment” ? 

Mr. Horsrook. The statute itself under which we have set up this 
division does not provide for that sort of regulatory power. How- 
ever, when those funds that have been fortunate enough to have cash 
on hand have come and asked us what we prescribed as acceptable 
investments, we have indicated that there is a booklet put out on an 
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annual basis by the National Association of Insurance Commissioners 
in which their investment committee has O. K.’d various investments 
for insurance companies and any of those that are acceptable in that 
we have said they are acceptable for these trust funds as far as we are 
concerned. Now, as to the possibility that they might invest in some- 
thing else, I think when it happens and when we find it we will go in 
and I believe that the suggestion that it does not meet the test of what 
a prudent man would ordinarily invest in would bring about the 
change in it without having the regulations specify it. 

Mr. Ruoprs. What do you make public? Do you make public the 
report which is filed by the trustees or do you make public also your 
examination of the report and your comments as to the manner in 
which the fund is being operated ? 

Mr. Horprook. ] am glad that you brought that up because I think 
that is an important point that the entire examination report from 
cover to cover is public. The report filed by the trustees is a public 
document. 

Mr. Ruopes. Do you feel that that is the best way to handle this 
situation ? 

Mr. Hoisroox. Yes, indeed. 

Mr. Nicnotson. Mr. Chairman. 

Chairman Barven. Mr. Nicholson. 

Mr. Nicuorson. Do you have specific laws which stop trustees of a 
fund from making certain investments? 

Mr. Horsroox. Not unless it is covered under a regular trusteeship 
law, a law of trust assuch. Certainly we do not under our law. 

Mr. Nicuoxson. In some States a trustee cannot invest in certain 
stocks. Have you such a law on the books in Washington? Does 
that not answer it? If you say, “You cannot invest your money in 
this, that, and the other thing,” does that not cover it ? 

Mr. Hotsroox. I thought the prudent man law usually applies to 
trustees in regard to the fund with which they are entrusted. 

Mr. Housg. Mr. Chairman. 

Chairman Barpen. Yes. 

Mr. Hovse. I wonder if I may clarify something at this point. 
Where the general trustee law applies you may still have a contract 
setting up a kind of a trust and specifying that the trustee is not 
bound by the normal statutory provisions for trustees’ investments; is 
that not so? Are you familiar with the law sufficiently to express 
an opinion ¢ 

Mr. Hotsroox. No. You say he is not bound? 

Mr. House. Well, as I understand it, certainly in my own State, and 
I think in most others, where you have a trust set up under a contract 
or indenture, you can expressly exempt a trustee from the ordinary 
statutory requirements as to investments. That is true as to trusts 
under wills and as to any kind of trusts. 

Mr. Tetuer. That isa general rule in the common law of trusts. 

Mr. Housr. Yes. Assuming, then, that you have a welfare or pen- 
sion fund set up with an agreement by the trustees or the founders 
that the ordinary rules of investment would not apply, then imme- 
diately they have freewheeling in that field; do they not ? 

Mr. Horsroox. Can they by agreement release themselves ? 

Mr. House. Well, let us say that the underlying agreement that sets 
up the trust arranges that. 
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Mr. TetiEr. Certainly they can by agreement broaden almost in- 
definitely the extent to which they can engage in investment or make 
loans. 

Mr. House. There is no doubt about that. In that case the normal 
trust laws of the State would not be a protection against imprudent 
investments. 

Mr. Nicnotson. There was a case in my State some years ago where 
the trust company invested the man’s money in stocks in a textile mill. 
The court gave the man a finding of around $75,000, saying that the 
trust company did not act in, I will not say “good faith,” but did not 
act in a proper manner in buying stocks in a textile organization that 

ras not paying dividends. 

Mr. Tuompson. But banks and trust companies are covered by the 
State laws, whereas these need not necessarily be covered because by 
agreement they are not subject to them. 

Mr. Nicnoxson. I understand that, but I understood the witness to 
say that the union funds were put in the bank. If they are put ina 
bank, then they go under the banking laws. 

Mr. THomeson. Not if the bank is not administering them. They 
are simply there for deposit. 

Mr. Nicuotson. I assumed that the bank was administering them. 

Mr. Tuompson. No; the witness is talking about funds administered 
by trustees. 

Mr. Nicwotson. He said the trustee might well be a bank. 

Mr. Teiier. The problem arises as follows: Perhaps every State 
has a rule limiting the investments by banks, insurance companies, 
or trust companies and if we were to provide by statute that that 
rule should be applicable to any trust agreement established for em- 
ployee welfare benefits we would have a specific anchor, but without 
that anchor employee welfare funds and trusts established for that 
purpose are subject generally to the common law. They are not sub- 
ject to the more rigid rule established by statute for banks, insurance 
companies, and trust companies and running as they do in common 
law they have wide latitude in the kind of agreement they can fashion 
for the operation of the trust, the kind of investments, they can make 
and the kind of exculpatory clauses they can provide for relieving the 
trustees of obligation. 

Mr. Watnwrieut. Mr. Nicholson, will you yield? 

Mr. Nicuotson. Yes. 

Mr. Watnwrient. Mr. Teller, do you feel that that is the subject 
of Federal regulation or State regulation ? 

Mr. Trevier. It might be the subject of Federal regulation for this 
reason: When we passed the Taft-Hartley Act it was our assumption 
that, if we gave the employers a right of joint administration in the 
operation of employee welfare funds, that we would thereby provide 
a greater measure of protection for somebody, probably the employee. 
That view on our part expressed in the Taft-Hartley Act has ap 
parently miscarried. Apart from the fact that employers have been 
unable to provide this kind of supervision over the trust funds, they 
have, as has been pointed out here, been unwilling to assume that 
responsibility. Now, in light of the fact that we have gone that far 
federally, and since we have a Taft-Hartley Act which is a persuasive 
kind of coverage of union management relations, it might well be 
that a Federal law would be appropriate to this subject by taking 
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account of the fact that there are in the States regulations governing 
banks, insurance companies, and trust companies which we might 
very well incorporate in the Federal law as a measure of what can 
be done locally. 

Mr. Warnwrient. Mr. Teller, also to clarify a statement that you 
made earlier, you used the expression “the rights of the employee” 
to the benefits that you enumerated, holiday pay and so on. Do you 
say that that is an inherent right or that that is a right after nego- 
tiation ? 

Mr. Teer. It is a right secured by whatever the contract pro- 
visions are. 

Mr. Horr. Mr. Chairman, may I ask a question ¢ 

Chairman Barpen. Yes. 

Mr. Horr. Mr. Holbrook, does your office have anything to do with 
watching or looking into how the administrative offices of these trus- 
tees run these plans / 

Mr. Hotproox. Yes; we do. That is, we try to get around with 
what staff we have available to these plans as fast as we can but when 
we do get there we have to do a good thorough job of it and, as such, 
the administration, exactly what they do, what their fees are, every 
duty they perform is thoroughly aired in this examination. 

Mr. Hotz. Is it customary for the paying of the administrative 
officers to be in the way of 4 percent of the premiums by the insurance 
companies or some percentage? I am reading out of the hearings 
we had. 

Mr. Horsroox. Yes. 

Mr. Hour. This was the teamsters’ fund I am talking of. They 
had 13 trusts and the way the administrative officers ran was 4 per- 
cent of the premiums. 

Mr. Hotsroox. You are getting to an area that needs individual de- 
termination for each case. A 4 percent administrative fee in general 
is very reasonable. Now, you could take a particular case where an 
administrator is handling just one plan. He has to do it by hand 
perhaps because it is not a large enough plan to employ the use of 
machinery. If he can get by sometimes for 10 percent he is doing a 
good job whereas if that plan had been pushed into an office w here 
there are 13 other plans and they can do it for 4 percent you say they 
should do it for 4. There is also the relationship of getting into that 
office to get that service for that price. The same thing might apply 
to brokerage. The volume of the plan, the number of plans covered, 
and everything else is an individual consideration. 

Mr. Hour. This mentions in the case of the teamsters that there are 

2 or 3 small trusts that paid directly. Sometimes if you look into an 
administrative office handling 13 of them would you not find a varied 
set of plans, some at which you could look and some at which you 
could not. 

Mr. Hoxrsroox. There is a varied type of operation. It might be 
cents per hour or dollars per month. But the administrative offices 
that we have looked at out there have handled all funds alike. Each 
fund has a separate bank account, period. That is the way it is. 

Mr. Hour. What moves you or your office to look into one of these 
administrative offices? 

Mr. Hoxprook. Actually, as I mentioned in the letter, we started 
out with this pilot test sort of thing. We looked at each kind of fund 
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first. We looked at these funds that were administered only by a 
union and insurance carrier representative or administered only by 
employer or only by employee representatives. We went to offices 
of the employer where the employer had already a set of books and 
records and it merely meant one more punch on the IBM machine, so 
that the administration might be only 1 percent there. It is not a 
true administrative picture as such but the plan did benefit by it and 
the union there was extremely pleased because the employer could do 
the job so cheaply. They made no request to have administration of 
their own. 

Mr. Hour. What if one of these administration offices decides to 
form a corporation and becomes a corporation to operate these funds? 
Do you still have jurisdiction ? 

Mr. Hoteroox. We would. 

Mr. Horr. Thank you very much. 

Thank you, Mr. Chairman. 

Mr. Hovusr. Mr. Chairman. 

Chairman Barpen. Let me inquire. 

As a matter of fact, in light of the fact that your State was the 
first State to put in this plan, and I believe since that New York is 
easing into the same situation, you have been forced to somewhat feel 
your way along to see what should be done, and No. 2, you have been 
restricted to or forced to rely principally upon publicity to support 
your actions. As I understand it you are virtually without the force 
part of it. Another trouble that I think confronts you is the lack of 
personnel. Do you actually personally make some of these investiga- 
tions ? 

Mr. Horsroox. Yes; I am 1 of the 4. I personally make the in- 
vestigation and at the same time I am trying to handle the adminis- 
tration of the law. 

Chairman Barven. Then in addition to that I presume you are not 
unmindful of the hazards surrounding your very existence from the 
standpoint of the Supreme Court ruling and then to some extent you 
are limited by Taft-Hartley, so that with all of those hazards and 
conditions you are trying to do the best you can to make this func- 
tion. 

Mr. Hoxrproox. Yes, sir. 

Chairman Barpen. I thought I would say that. The reason that 
Mr. Holbrook was invited here was because of the fact that it had 
been discussed at length among the committee members, and certainly 
I am sure you recall Mr. McConnell’s discussion of it, that it might 
be well to have someone who was actually in the operation and start- 
ing out with the operation. I believe some mention has been made 
of the absence of a statement made by Mr. Holbrook. I frankly did 
not know what kind of statement to request of him and he did not 
know what kind of statement we would want so that in between those 
two walls of uncertainty Mr. Holbrook said that he would come and 
be willing to make any contribution or attempt to answer any ques- 
tion that may be asked. That was the only way I knew to handle the 
situation. Mr. Holbrook certainly did not request to come clear 
across the continent. I thought that statement was due. 

Mr. Ruopes. Would the chairman yield? 

Chairman Barpen. I believe I promised Mr. House, but proceed. 
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Mr. Ruopes. I believe the chairman made a very important point 
there as regards the preemption doctrine and Taft-Hartley. In con- 
sidering legislation I think we probably have to consider that a 
vacuum exists in this field created by the Supreme Court and its 
preemption doctrine, so that we have not only the question as to how 
much Federal law we should enact but also, how much we should cede 
to the States in order to accomplish the purpose we desire in this 
field. 

Chairman Barpen. Yes, of course the question has not been de- 
termined. As Mr. Holbrook says, his whole program must be sup- 
ported virtually from the embarrassment that may come to someone 

y giving their acts publicity. I thought it would be well to note 
that at thistime. The preemption doctrine is certainly not settled and 
it could up-end both New York and Washington at the same time. If 
Congress created that fog, I think that we should do something to 
allay it or we should get out of it entirely and let it be definitely 
established or let the States know what they can and cannot do. I 
do feel that there would be some benefits from a definite determina- 
tion of that. 

Mr. House. 

Mr. Wier. Repeal would be one way out, Mr. Chairman. 

Chairman Barpen. You mean repeal of Taft-Hartley ? 

Mr. Wier. Yes. 

Chairman Barprn. I offered the gentleman the floor one time to re- 
peal that and he turned it down. 

Mr. Gwinn. Mr. Chairman. 

Chairman Barpen. Mr. Gwinn. 

Mr. Gwinn. Mr. Holbrook, since this is a disclosure type of 
approach, as a matter of practical fact you do feel it incumbent upon 
your office to note and make comment if there is carelessness in the 
administration of the fund or lack of meetings and that sort of thing. 
You also went so far as to indicate that you would take an interest 
in the character of the investments that are being made or that you 
would make a note if you discovered that those investments seemed 
to be out of line; is that correct ? 

Mr. Horsroox. That is correct. 

Mr. Gwinn. And that you would go further possibly and note the 
fact that the trustees as you have indicated seemed to be indefinite 
about the character of the claims that are being paid; that a claim 
may come and on proper inquiry might be rejected and that the 
casual way in which the funds are administered makes it possible for 
possibly illegitimate claimants to be paid; is that correct ? 

Mr. Horsroox. In a sort of general way I think that would be cor- 
rect, Mr. Gwinn, but you could not expect each trustee to review 
each claim paid as such. 

Mr. Gwinn. That might be then a question for us to consider as 
to whether or not this trustee type of setup is a proper one or whether 
it might be better that the regular insurance companies, who are set 
up to question claims, function. 

Mr. Horgsroox. You see, I would think that generally speaking if 
you would find a situation existing where claims are paid that should 
not be paid that when the insurance carrier originally determined 
the premium that these claims that would be coming in now would 
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overbalance, that is the premium determined would not be adequate 
to cover the situation and that under such a circumstance the carrier 
is entitled and may in each group contract make audits of the situation, 
and it would be more up to the carrier to inform the trustees that 
claims are being paid upon people from whom no premium has been 
received. There is a responsibility existing there. 

Mr. Gwinn. Are there carriers in nearly all of these trust-fund 
cases or are the trust funds functioning directly between the premium 
payers and the claimants? 

Mr. Horsroox. I can only speak for the State of Washington 
because these other things I have read have been where they men- 
tioned other situations. In the State of Washington we do not have 
any self-administered funds. There is a carrier or health-care con- 
tractor underlying each, unless it is a pension. 

Mr. Gwinn. Then how can the employer trustee get into a position 
of being casual or careless in his office. If the funds are turned over 
to an insurance company the trustee’s position is a rather normal one; 
is it not? 

Mr. Wier. Would you yield, Mr. Gwinn, at that point? 

Mr. Gwinn. I yield. 

Mr. Wier. I think the record ought to show here today, and I think 
the gentleman from Washington will subscribe to it as I do, that 
there are thousands of welfare funds that are administered very 
well which could not be challenged in any way. I think we are talk- 
ing about a minority of the welfare funds in existence tod: ay. 

Mr. Gwinn. Possibly it is the same with a well-ordered company 
which goes along and nobody makes any inquiry unless something 
happens, the stockholders are satisfied with the dividend and all that. 
Is that about the same thing? 

Mr. Wier. No, I go a little further than that. I would say that 
there are thousands of welfare funds well administered. I pointed 
out the thing that we are trying to cure. There are a few cases where 
there has been a little |: axity in the man: izement of the funds. I think 
you found some well-managed funds out ‘there. 

Mr. Horeroox. Yes, indeed. In fact I wanted to be sure to get that 
point expressed here today if I could. That is that I think that these 
disclosures which have been made concern a very small amount of 
funds in the first place and even though the amount in one case may 
be large it represents a small percentage by number of funds in the 
country. We could show you fund after fund after fund that we have 
looked at that are as effic ‘iently managed as the best of businesses in 
the State. 

Mr. Gwinn. My only concern was to explore a little of this question 
that seemed to have been raised by the employer trustee being casual. 
That made me inquire, is he shifting the burden to the labor or the 
union trustee or what is he doing to show his sense of responsibility 4 

Mr. Horrsroox. May I answer that in this way. In this question 
we have to go down the middle of the road in the first place. That is, 
labor and management quite often have different opinions on certain 
subjects and in this regard at the negotiating table the trust plan is 
set up sometimes with one kind of provision in it and sometimes 
another. 

We looked at one the other day where they said labor never will ask 
for a voice in the administration of the trust fund. We looked at 
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another just the opposite where they said that management shall not 
have a voice in the management of the trust fund right in the trust 
document. ; 

Mr. Gwinn. It has trustees sitting on that? 

Mr. Horproox. No, those are unilateral trustees. In other cases 
when they are jointly administered and they refuse to hold meetings, 
for instance, I mentioned that point in particular because an Insurance 
carrier r annually will give a thorough review of the premium and claim 
and retention picture and the trustees refuse to meet and do not even 
find out about that review. They should meet annually to review 
their program. It is just a common ordinary business practice and 
I think it is in most corporate laws of the States that there should be 
at least an annual meeting of a corporation. 

Mr. Gwinn. As a matter of fact, in the practical working of these 
funds the trustees’ obligations are rather of a nominal character where 
the funds are turned over as premiums to insurance carriers. Is that 
a correct statement ¢ 

Mr. Horpsroox. It is a correct statement as regards the premium 
perhaps and the claims and such things, but there is also an adminis- 
trative office involved. He cannot just turn these funds over to an 
administrator and close his eyes. The administration may be eating 
up 30 percent of the money before it gets to the carrier. There is an 
obligation more than signing the name to the trust document and 
turning his back on it. He is involved 100 percent along with every- 
body else. It is the trustees where the responsibility rests, not the 
administrator. 

Mr. Gwinn. Then if your premiums are too high that trustee 
should be responsible. 

Mr. Hotsroox. The trustee should go out and get some competitive 
bids perhaps if he suspects it. He can act as a member of the Board. 

Mr. Gwinn. Is he not responsible under the general law of trusts? 
He may be personally responsible if the premiums are outrageously 
high or fraudulently paid out. 

Mr. Horsroox. If he permits waste of the funds through either 
neglect or just inattendance, we would consider him, I think, by com- 
mon law to be personally responsible. 

Mr. Gwinn. And under your practice you make notes of all those 
things and they become a matter of public record. 

Mr. Horsroox. They become a matter of public document in the 
examination report. 

Mr. Gwinn. What percentage of those cases that you have ex- 
amined are administered by carriers as against direct administration 
of the funds by the trustees? 

Mr. Horsroox. I am not sure that we have the situation clear, Mr. 
Gwinn. Administered by carrier, there are none. 

Mr. Gwinn. Are all of your cases that you have examined so far 
covered by regular insurance companies ? 

Mr. Hotrroox. Yes, but we would take a dim view if any were ad- 
ministered by a carrier 

Mr. Gwinn. You would? 

Mr. Horsroox. Very definitely. They should not be administered 
by the person receiving the premium and benefits thereform. 

Chairman Barpen. Mr. House. 

Mr. House. Thank you, Mr. Chairman. 
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You said that in your State you have found so far no self-insured 
funds except in the area of pensions. Does the National Maritime 
Union function in your State? 

Mr. Hotsroox. I believe the National Maritime Union would func- 
tion in our State, yes, but whether they have an independent private 
trust fund in our State, no. 

Mr. House. It is my information that about a year ago they trans- 
ferred from an insured welfare fund to a so-called self-insured fund 
where they took no insurance coverage. Presumably that is a multi- 
State operation. How does your statute affect multi-State opera- 
tions? 

Mr. Hotsroox. Well, I am sorry that I did not get a chance to make 
any kind of review of what we have done since the law. I was trying 
to get through the law first and then I was going to tell you how we 
established our program. We have considered that since we have our 
hands full right now for the time being we are going to say that un- 
less 51 or say 50 percent of the persons covered by the plan are 
residents of the State of Washington we are at the present time keep- 

hands off. 

{r. House. Then if, say, the maritime union or the Stell union or 
some other national union with plans and local unions in many dif- 
ferent States operate in your State with fewer than 50 percent of the 
employees there, you would not attempt to regulate them under this 
statute ? 

Mr. Hotzsroox. We do not feel that it is the purpose of our act, or 
even our affair when only 5 or 6 or 2 percent of the people covered 
reside in our State, to go to some other State and administer there. 

Mr. House. You said earlier that where the bank was a mere ad- 
ministrator of a fund it was not exempt from regulation but where 
the bank was the trustee it would be exempt from ‘regul: ation by your 
department. Suppose you have a trust instrume nt, a long, written 
trust instrument which says, “This bank will be trustee for this fund,” 
and then it spells out the responsibilities of the bank and says what 
the bank does is hold the money and place it in investments in accord- 
ance with directions from, let us say, a union official or a company 
official or joint trustee official and they may not be called trustees. 
Suppose all or most of the actions of the bank are to be taken in 
accordance with specifications or instructions from other persons con- 
nected with the welfare or pension plan but the bank is called a trus- 
tee. In that case would the operations of that fund be subject to 
your regulation and review ? 

Mr. Horsroox. As long as the bank is named trustee in a trust 
document and that is a legally drawn up document we have kept 
hands off. 

Mr. House. No matter how narrow its functions are? 

Mr. Hotrsroox. If it is legally called trustee in a legal trust docu- 
ment. 

Mr. Hovsr. Now, you would agree, would you not, that the only 
regulations which banks get either “under State ‘banking laws or under 
the National Banking Act where they function as trustees is an exam- 
ination and a regulation to be sure that they, with respect to their 
duties, have not incurred any liabilities against them as banks. That 
is, the bank has all the assets it is supposed to have had and that in 
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what the bank does it has not violated any of the rules of common 
law or any statutory rules applicable to the conduct of banks. That 
is correct so far, is it ? 

Mr. Hotproox. Yes. 

Mr. Hovusr. And also that the examination by banking officials, 
State or National, does not go into the question of what the bank 
customer under the trust agreement tells the bank to do; that the 
bank complies with the directions of the customer and that is all the 
banks do and that is all the supervisory officials in the bank regu- 
late. I should not ask you to express this opinion unless you are 
willing. Are you willing to express an opinion as to whether it 
would be desirable to enlarge the jurisdiction of your department 
supervising welfare and pension funds to include those funds where 
banks are trustees not so far as the bank’s own operations are con- 
cerned but so far as concerns the relationship between the bank and 
the fund itself and the directions emanating from the fund? 

Mr. Horgsroox. Well, I am sorry that I do not think I am able to 
answer that at this time because I am more concerned with the prob- 
lems that have come up in the actual administration of the act that 
we do have. Any opinion I would express on that would be just 
purely my own personal opinion and could not represent the views 
of the department. 

Mr. Fretincuuysen. Could I interrupt briefly? Did you not at 
an earlier point today say that the scope of your regulatory opera- 
tions is limited primar ily by the availability of funds: in other w ords, 
that there are fields where you might legitimately, even without this 
section 7, expand your interests if you had more funds? Is that right? 

Mr. Horsroox. That is right. 

Mr. Frenrxcuvysen. But you w ould not want to express an opin- 
ion about eliminating section 7 ? 

Mr. Horzroox. No. I think it has been expressed. 

Mr. House. Am I mistaken? In the letter you wrote to the Li- 
brary of Congress did you not say that the only objection to this 
statute was the exemption of bank trustees ? 

Mr. Hoxsrooxr. I said it was an objectionable feature. 

Mr. Hovser. It is an objectionable feature. Now, I would like to 
turn this question of compensation as a percentage of contributions 
or as a percentage of insurance premiums paid. I am not sure I un- 
derstood the answers clearly. You referred to certain percentages as 
being very reasonable. Did you mean by that that when the total 
expenses of administration compensation and everything else hap- 
pened as a fact to amount to a certain percentage of the total contribu- 
tions that would be a reasonable amount? I think you said 4 percent. 

Mr. Horsroox. Well, we are getting there again into an area that 
needs further definition. When we said “administration,” what does 
administration mean? For instance, a bank will establish maybe so 
much per person, maybe 25 cents per member covered or whatever 
it might be, and will call themselves administrator, and I wonder if 
in turn they are doing the same job as some other administrative 
office might do when they are called administrator. I can go into this 
in great ‘det ail if you like. 

Mr. House. Just to turn to a different aspect of it, what would your 
opinion be where there was an administrative or. ganization whose 
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expenses are paid for administering your welfare or pension plan 
but the salary of the head of the welfare fund or of the organization, 
his personal compensation is determined in terms of a percenage of 
contributions and/or a percentage of premiums and/or a percentage 
of dividends? Do you think that would be a sound arrangement for 
salaries of fund officials or administrators? 

Mr. Hoxsroox. No, we do not. Asa matter of fact, as I started to 
mention, we examined a plan where a broker was the administrator 
and there was quite a lot of discussion that arose over that particular 
plan because it perhaps is not illegal, there is nothing but statute 
that would prevent it, but the mere availability of putting on first one 
hat and then another could not be considered ethical and good 
practice. 

Mr. Hovse. Is there anything in your statute that would give you 
power to stop that? 

Mr. Hoxsroox. Only through the public disclosure and the force 
that it would bring with it. 

Chairman Barpen, I think it might be appropriate right here to 
comment that Mr. Holbrook is somewhat in the position of a Member 
of Congress. It does not make any difference where he is, trouble 
breaks out somewhere else. I was just handed an article here from 
the Seattle Times dated June 7: 


Employer control of the health-and-welfare , ‘an for employees of Seattle de- 
partment stores was questioned today by an examiner for State Insurance Com- 
missioner William A. Sullivan. 

M. H. Cosgriffe said administration of the plan by employer representatives 
only may violate the Taft-Hartley Act. 

Without reading the whole thing there is a paragraph at the bottom 
of it which says: 

REPORT CHALLENGED 


The examiner said a representative of the board of trustees contended that 
the department-store plan was not subject to the Taft-Hartley Act. 

Cosgriffe acknowledged that the State insurance commissioner is not em- 
powered to determine whether the Federal act applies. 

“However,” Cosgriffe said, “it would be remiss if this report of examination 
failed to point out what, in our opinion, may be possible violations of the Federal 
act.” 

As I understand that, your examiner found what he believed to be 
a big question and he reported it for what it was worth. I only refer 
to this in view of the fact that you just finished saying a while ago that 
you were doing a little tight-wire walking in the administration of 
your act. 

Mr. Hotsroox. Yes. Actually, those quotations were taken right 
from the examination report itself of which I have a copy. If you 

rant the complete text it might be helpful. Often a section of a text 
will be misleading. 

Chairman Barpen. I did not read it for that purpose. It was 
simply bearing on the question asked you. 

I will put the whole article into the record. 
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plan (The article referred to follows :) 
ution, 
ge of [From the Seattle Times, June 7] 
ntage SEATTLE STORES’ WELFARE PLAN QUESTIONED 
it, for 
By Associated Press 
ed to O.tympi1A, June 7.—Employer control of the health-and-welfare plan for em- 
rator ployees of Seattle department stores was questioned today by an examiner for 
cular State Insurance Commissioner William A. Sullivan. 
atute M. H. Cosgriffe said administration of the plan by employer representatives 
st. one only may violate the Taft-Hartley Act. 
7 Cosgriffe said there was no union representatives on the three-member board 
good of trustees that manages the plan and its trust funds. 
The Taft-Hartley Act provides that employers and employees shall be equally 
e vou represented in the administration of health-and-welfare trust funds. 
f EMPLOYER CONTROL SPECIFIED 
orce 


The examiner said the employer-union agreement that established the Seattle 
sre to Department Store Association health-and-welfare plan November 1, 1954, pro- 
eae vided that it would be employer-administered and that the union would not 


»mber request joint administration for 5 years. 

‘ouble Cosgriffe, in a regular examination of the health-and-welfare fund, said the 

from plan covered 3,600 employees of 40 stores and was made available to 22 other 
employers who were not members of the department store association. 

The funds were commingled until February 1, 1956, when the 22 independent 
ttle de- stores, covering 125 employees, set up a Separate plan. Cosgriffe’s comments 
e Com- were made in reports on both the association and independent operations. 
tatives REPORT CHALLENGED 


The examiner said a representative of the board of trustees contended that the 
ottom department-store plan was not subject to the Taft-Hartley Act. 
Cosgriffe acknowledged that the State insurance commissioner is not empow- 
ered to determine whether the Federal act applies. 
“However,” Cosgriffe said, “it would be remiss if this report of examination 


od that failed to point out what, ip our opinion, may be possible violations of the Federal 
act.” 

oe ame: Mr. Hotsroox. It is very difficult. There is the area of the different 

atiaen parties at interest here. For instance, we go into a firm to make an 

‘ederal examination and the employer says, “These are our moneys. Any 


dividend that accrues to this fund belongs to me as the employer 


| to be because it is my money I am spending.” We turn to this group and 
refer it says, “These are our moneys. We negotiated for these funds. They 
‘o that represent salaries in lieu of an increase in wage. Any dividends are 
ion of ours.” 

We are not trying to decide any issue. We are trying to go down 
right the middle and point out the facts as we find them in our report. 
[f you Chairman Barpen. That is what I gathered. 
a text Referring to Commissioner William A. Sullivan, how long has Mr. 

Sullivan been commissioner ? 

it was Mr. Hotsroox. He went in in 1932. 


Chairman Barpen. He is probably acclimated by now. Proceed. 
Mr. House. Mr. Teller described certain situations where there are 
no funds, where the employer possibly makes a series of promises and 
presumably binds itself and its assets to keep those promises but does 
not create any specific cash fund. As I understand it, situations like 
that which we can call level-of-benefit plans are not controlled by 
your supervision. j 
Mr. Hotsroox. Not unless there is a trust fund established. 
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Mr. House. Now would you be in favor of including them where 
there is no trust fund established or would you not be in favor of that? 

Mr. Horproox. Well, I believe that they certainly should be subject 
to review of some nature to determine that each and every individual 
that is participating is getting fair treatment and saiitvaiela treatment. 
i do not know who makes that review now, if anyone. I do not know 
how the employees can make that review. 

Mr. House. Just on that limited point though. 

Mr. Horproox. Yes. 

Mr. House. Now may I ask, would your questionnaire and reports 
that have to be filed disclose abuses in these various fields: Excessive 
expenses or instances where fund officials or trustees in effect deal with 
themselves or with themselves through relatives or through controlled 
corporations either in the placement of insurance or in the investment 
of funds? I think you have said it would. 

Mr. Hoxpsroox. I believe it would. 

Mr. Houser. Would it disclose, let us say, unusual discriminations in 
eligibility provisions for benefits? 

Mr. Hotsroox. That is a very difficult area to get into a question- 
naire. I donot know how you could get that except purely by question 
and answer. Even then a discrimination in regard to payment of 
claims would be difficult. 

Mr. Hovuss. Does your questionnaire disclose the overall plan by 
which benefits are awarded and would it disclose a general great dis- 
crimination in the amounts of benefits, let us say, which are paid to 
officers connected with unions or companies and benefits paid to the 
rank and file? 

Mr. Hoxtsroox. It would show if there was a difference. 

Mr. House. With respect to insurance-company retentions and 
brokerage commissions, have you formulated any general guide as to 
what proper commissions should be? 

Mr. Hotsroox. No; we have not. We perhaps are aware of what 
has been going on. I know from time to time in fact it has come 
out in public statements that commissions should be such and so. I 
sometimes wonder about the source, where the “such and so” comes 
from. I admit that insurance carriers have established the practices 
and standard commission schedules but then I asked what about the 
examination of the actual practice that they have been pursuing in 
regard to this standard commission schedule. Perhaps the practices 
have been different than the ordinary old commission schedule for a 
group case that did not involve any other work than just landing it. 
There is a great deal of difference between that and keeping up on 
and advising an employees’ welfare trust plan. It involves a great 
deal more effort and work. 

Mr. House. Do your questionnaires disclose the detail of invest- 
ment portfolios ? 

Mr. Horproox. Yes. 

Mr. House. That is exactly what securities there are? 

Mr. Horsroox. Yes; but we have tried to keep this annual state- 
ment in a form that the trustees and the administrators can fill out, 
something that is within their scope and know-how to do and not 
something that they would have to seek out the advice of an actuary 
on to fill out for them. 

Mr. Hovse. When it comes to such things as pension funds and 
welfare plans and their ability to meet their obligations, do you re- 
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view the plans from the point of view of their actuarial soundness 
or do you consider that something that the parties have to determine 
for themselves ? 

Mr. Hotsroox. We consider that they have to determine that 
themselves and we insist upon a review by their actuary accompanying 
their report. 

Mr. House. You get their actuary’s certificate ? 

Mr. Hotsroox. Right. 

Mr. House. Is that expensive for the firms? 

Mr. Hoxtproox. It has not been and there are not very many of them 
actually in the State of Washington. 

Mr. Hovsr. I have just one “other question which is more or less 
technical. In section 2 of your statute you provide that for purposes 
of this act in effect the insurance commissioner has certain related 
powers presumably under the general insurance law. 

Mr. Horpsroor. Yes. 

Mr. Hovuss. Now, those separate sections of the insurance law in 
general would set out the procedures for examination and the powers 
of the commissioner to subpena witnesses and all the other things 
that are essential to a proper examination. 

Mr. Horsroox. That is right. 

Mr. Houser. Thank you, Mr. Chairman. 

Chairman Barpen. Mr. Holbrook, time has caught up with us 
again. I want to express my appreciation and the appreciation of 
the committee for your coming here and helping us with this problem. 
I am sure you have made a contribution. We wanted to know what 
you were doing out there and I think you have done your best to tell 
us. Thank you very much. 

Unless you have something further to say, that is all. 

Mr. Hotpsroox. No, sir. I thank you. I appreciate being able, I 
hope, to contribute toward this. If there is anything any time that 
we can do further, I am sure you will let us know. 

Mr. Hovusr. Mr. Chairman, may I ask Mr. Holbrook if he could 
leave or send to us a complete set of all the forms and regulations? 

Mr. Horproox. Yes. 

Chairman Barpen. Mr. Holbrook will be authorized to file any 
statement that he might see fit to file in addition to what he has said or 
in explanation of it, or any suggestion he may want to file. 

Gentleman of the committee, here is a matter, in view of the schedule 
of the committee room. 

Mr. Kelley will have it tomorrow and Mr. Kelley’s committee has 
hearings set for Tuesday, Wednesday and Thursd: ay of next week, so 
that that will de lay a continuation of these hearings, but they will con- 
tinue in the next week. 

(The statement referred to is as follows:) 

STATE OF WASHINGTON, 
OFFICE OF INSURANCE COMMISSIONER, 
Olympia, July 2, 1957. 
Mr. Martin 8S. Hovse, 
Special Counsel, Committee on Education and Labor, 
House of Representatives, Washington, D. C. 

DeAR Mr. House: Thank you for the “excellent testimony” comment in your 
letter of June 20,1957. The answers to the questions asked in your letter are as 
follows: 

1. The 20 plans which we examined covered 23,796 members. 

A. (i) The above plans had $1,293,556 in assets; most of these assets were 
bank checking and savings accounts and Government bonds. (ii) The annual 
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receipts of the examined plans were $3,081,511; of this total $217,178 was re- 
ceived from experience rating refunds or interest on savings accounts and Gov- 
ernment securities. (iii) The annua] expenses of all examined funds was $2,- 
787,144; of this amount $2,736,589 was paid to the insurance carrier as premiums. 
This figure is misleading as it appears to leave $50,555 as the amount of all other 
expenses of the funds; however, in some instances, the insurance carrier is pay- 
ing back to the fund administrator an administration allowance from premium 
payments received. 

2. All of the plans examined to date have been welfare plans. We plan to 
examine a pension fund or funds in the very near future. 

3. One hundred and thirty plans remain to be examined of the 150 that have 
filed. 

4. The following figures for all plans that have filed are based on the year 
1955, as our compilations are complete for that period: 

A. 141,159 members are covered by all plans that have filed. 

B. All plans had assets totaling $8,760,556. 

C. Annual receipts amounted to $19,071,240; of this amount $17,614.147 are 
employer contributions. The balance is experience rating refunds or interest 
revenue. 

D. Annual expenses of all plans on file totaled $15,625,885; of this amount 
$15,104,805 was insurance premiums paid, part of which was returned to ad- 
ministrators for administration expense. 

5. We have found that it takes from 3 weeks to 2 months to complete an ex- 
amination of a plan. We have been working in teams of 2 men for 7 or 8 months. 
Prior to that time, we had only one full-time examiner and myself. Much of 
my time was spent in administrative duties in our office. On the basis of 3 weeks 
for 2 men per plan, it would require 240 hours to complete an examination. A 
plan that was poorly managed or controversial in any manner would take much 
longer. 

We will greatly appreciate being placed on your committee’s mailing list for 
all available material related to this empoyee health and wefare fund field. 

Very truly yours, 
Wi~utaAM A. SULLIVAN, 
Insurance Commissioner. 
By A. M. Horsrook, Jr., 
Deputy, Health and Welfare Division. 


(Supplemental information furnished by the witness follows: ) 


STATE OF WASHINGTON, 
OFFICE OF INSURANCE COMMISSIONER, 
Olympia, July 22, 1957. 
Mr. FrRep G. Hussey, 
Chief Clerk, Committee on Education and Labor, 
House of Representatives, Washington, D. C. 

DrAR Mr. Hussey: Let me express my appreciation of the friendly treatment 
you and other members of the staff extended me on my recent visit with the 
Committee on Education and Labor. 

The concluding statement for my appearance at the hearings is enclosed. I 
have kept it as brief as possible under the circumstances. We have felt that 
we were not asked to do more than briefly review our program and answer 
questions thereon. However, the experience of 2 years in the actual program- 
ing and the administration of our law has shown us many important facets 
concerning basic Federal legislation that should be considered. I have attempted 
in a very few words to explain that any statute should not be too specifically 
restrictive. Once our act was passed, as general a disclosure law as it is, the 
machinery was put in motion that effected a clearing out of otherwise cloudy 
areas regarding the administration and accountability of the trustees of the 
health and welfare programs. The Taft-Hartley Act requires clarification. 
Other geustions arise, such as to whom the moneys belong that are contributed 
by the employer on behalf of the employees toward the purchase of health and 
welfare benefits. In the event benefits were bargained for rather than specific 
amounts of contribution, is it proper to allow all dividends resulting from the 
insurance program to be returnable to the employers alone? We have instances 
of situations where overzealous claims managers in the employ of the employer 
have made it very difficult to collect claims that the carrier was willing to pay. 
The lower the claims ratio, the more likely there is to be a larger dividend. The 
purpose of the contribution must be to provide the benefits, not the consideration 
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of possible dividend return. On the other hand, this situation is not as likely 
to occur if the fund is jointly administered rather than by the employer alone. 
If we can be of any further assistance, do not hesitate to let us know. 
Very truly yours, } 
WILLIAM A. SULLIVAN, 
Insurance Commissioner, 
By A. M. HoLsroox, Jr., 
Deputy, Health and Welfare Division. 





CONCLUDING STATEMENT oF A. M. Horsrooxk, Jr., DEpuTY, HEALTH AND WELFARE 
Division, OFFICE OF STATE INSURANCE COMMISSIONER, STATE OF WASHINGTON 


We are indeed grateful that the chairman has extended us the opportunity of 
filing a concluding statement in an effort to further explain our State’s position 
in these various matters associated with our health and welfare law admin- 
istration. 

There are a number of items that time prevented us from presenting. The 
most important is the fact that we have not reviewed more than about 10 
percent of the scope of our State’s program. Instead, it appears that a con- 
siderable amount of time had been spent discussing various “side issues.” 
Important issues, to be sure, except such considerations have prevented a review 
of the actual administration of our law and the results that have been derived 
therefrom. 

At this time, I want to present a brief thumbnail review of our activities 
since the inception of our employee health and welfare law as of June 23, 1955. 

We first had to determine the purpose of our new act, to whom it applied, 
and what our powers and duties were thereunder. During this period, we re- 
viewed the hearings conducted by the United States Senate subcommittee and the 
results of the New York Insurance Department investigation of the employee 
welfare plan situation. At the same time, we started our program by locating 
all the employee welfare trust funds in existence in the State of Washington. 

The previously mentioned investigations that had already been carried out 
revealed the various areas and ways in which malpractices and other abuses 
had occurred. We therefore designed our annual statement forms toward the 
public disclosure of those certain areas determined to be “fertile ground for 
evil,” as Senator Douglas so aptly described it. As a ready check against the 
statements prepared by the trustees through their appointed administrators, 
annual statements were developed and are required from the insurance car- 
riers or health-care contractors underwriting the plans’ benefits. Although 
much different in form, these statements cover related data and serve as an 
excellent spot check against each other. 

Then we started making actual examinations of the trust plans themselves. 
These examinations are patterned somewhat after the kind of examination 
given the home offices of the many insurance carriers in the United States. 
In order to give the employees and beneficiaries the kind of protection needed, 
it is necessary to make much more than a balance-sheet-type audit. We have 
felt from the beginning that the examination must be complete and thorough 
even though the result was fewer examinations in a given period. Rather 
than test the many possibilities of jurisdictional activities under our act, we 
have chosen to proceed in those areas clearly definable as being covered by 
our statute. 

Our examinations are complete in every detail of the welfare plans’ affairs. I 
regret we have been unable to review any of them before your committee. The 
extent of these examinations can be estimated by a review of the topics on the 
index page, which are as follows: Salutation, scope of examination, history 
(review of plan since its inception), trust agreement (pertinent sections re- 
viewed), management and control (how and by whom), trustee-administrator 
(who, business association, any fees, etc.), trust plan records (what kind, how 
kept, frequency of meetings, etc.), fidelity bond and other insurance, insurance 
benefits, eligibility, claims (review), accounts and records (review of financial 
records), statement of receipts and disbursements (confirmation of emp'oyers’ 
contributions, premium receipts, etc.), comparative balance sheet, comments on 
financial statements (every item of income, disbursement, asset and liability, 
clearly explained), and general comments (reviewing all items considered 
meriting special comment). 
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Along with this examining and annual statement comparison and filing, an 
additional service has become necessary. Many individual participating mem- 
bers of these plans are phoning and coming into our office for a review of their 
trust plan’s benefits or for assistance in the proper conclusions of claims pre- 
sented. Further, trustees or their representatives seek information concerning 
the proper administration of their plans. Trustees are becoming concerned 
about their rights and their responsibilities. The insurance industry is review- 
ing its operation in this area. Situations considered unhealthy are curing them- 
selves without notoriety, without lengthy restrictive legislation, and without 
disturbing the confidence of the beneficiaries. 

A brief review of these present hearings indicated that most questions had 
been answered that concerned the administration of our law. However, accord- 
ing to the manner in which the questions were asked by Congressman Freling- 
huysen, there is apparently some doubt as to the underlying reasons why our act 
came into existence. I regret that my answers didn’t fully satisfy him and will 
again attempt a brief review of these reasons. 

We have always considered that laws, on both the National and State levels, 
are frequently drafted and enacted in an effort to prevent possible misuse of pub- 
lic funds or other abuses as well as in an effort to correct situations where such 
abuses have been determined to exist. 

During its course through legislature and immediately after it passed both 
Houses unresisted by either management or labor, the persons actually con- 
nected with the drafting of the bill explained that it would safeguard the in- 
terests of the beneficiaries of the many health and welfare trust plans because 
all activities affecting the plans would, for the first time, be subject to full public 
disclosure by reports of examination. The underlying motive indicating the 
need for such legislation was the prevention of such unconscionable acts as were 
committed and subsequently revealed in the Chicago and New York areas. 

Certain minimum standards of good and acceptable business practices acting 
in the interest of and on behalf of the beneficiaries of these employee welfare 
trust plans have already been adopted and are taking hold. The final results of 
our work will be to clarify and define the relative position and responsibilities 
of the individuals concerned, such as trustees, brokers, administrators, ete. At 
the same time our examinations would reveal any misuse of the funds or mis- 
conduct by any of the parties concerned. The anticipation of our examinations, 
the full public disclosure of their financial affairs, the assumption of their full 
responsibilities by the trustees and others and the recognition by the insurance 
industry and the insured public that we are ready to review and assist in the 
preparation of proper programing has all acted to assure the trustees and the 
beneficiaries that they will receive the maximum insurance benefits available 
for their plan for the premium dollar spent, without fear of the misuse of the 
funds contributed. 

It was extremely gratifying to hear Chairman Barden explain to the committee 
on June 12, 1957, that all political interests must be left out of all considerations 
in regard to employee health and welfare legislation. Politics and the influence 
of any special interest groups must and can be avoided. 

In conclusion, let me express on behalf of Commissioner William A. Sullivan 
and for myself our sincere appreciation for being asked to assist and contribute 
toward the establishment of sound employee welfare fund legislation. We will 
be happy to be of any further assistance possible. 


(Whereupon, at 11:40 a. m., the committee proceeded to other 
business. ) 
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WEDNESDAY, JUNE 26, 1957 


House oF REepresENTATIVES, 
Commnirree oN Epucation AND Lapor, 
Washington, D. 0. 

The committee met at 9:55 a. m., pursuant to notice, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman) 
presiding. 

Present: Representatives Barden, Kelley, Powell, Perkins, Wier, 
Elliott, Landrum, Metcalf, Green, Roosevelt, Thompson, Holland, 
Teller McGovern, Gwinn, Kearns, Bosch, Holt, Rhodes Wainwright, 
Frelinghuysen, Nicholson, Ayres, Griffin, and Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. Gra- 
ham, minority clerk; A. Regis Kelley, clerk; Robert E. McCord, clerk; 
Martin S. House, special counsel on welfare and pension legislation ; 
Kennedy W. Ward, assistant general counsel, and Russell C. Derrick- 
son, chief investigator. 

Chairman Barpen. The committee will come to order. 

Gentlemen of the committee, we have with us this morning, Secre- 
tary of Labor Mitchell. 


STATEMENT OF HON. JAMES P. MITCHELL, SECRETARY OF LABOR 


Chairman Barven. I believe you have a statement prepared, do you 
not, Mr. Secretary ¢ 

Secretary Mrrcueiy. Yes, Mr. Chairman. 

Chairman Barpen. You may proceed. 

Secretary Mrrcue.y. The statement is not any longer than 15 or 20 
minutes. I would appreciate the opportunity of reading it without 
interruption. 

Chairman Barpen. Proceed at your pleasure. 

Secretary Mircue... I appreciate the opportunity to appear before 
you today to present the views of the administration on legislation to 
require the filing, reporting, and disclosure of information on employee 
welfare and pension plans. 

Plans for providing welfare and pension benefits to employees and 
their families have become so important a part of the economic security 
of the American people that their operations are a matter of public 
concern. The stake which American workers have in these plans is a 
tremendous one. 

Some 75 million persons look to them for health, welfare, or pension 
benefits of some kind, and some $7 billion a year go into the funds to 
operate these plans. ‘The security of these plans is a matter of vital 
interest to the beneficiaries, who have a right to expect help from their 
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Government in seeing to it that the financial transactions on which 
their benefits must depend are open to proper scrutiny. 

We all know that recent investigations by the Congress dealing 
with welfare and pension plans as such and the current labor-manage- 
ment relations hearings have highlighted the need for Federal legisla- 
tive action in this area. 

Studies of welfare and pension plans were recommended by Presi- 
dent Eisenhower, in his labor message in January 1954, and bills to 
carry out his subsequent proposal for legislation “to assure adequate 
disclosure of the financial affairs of each employee pension and welfare 
plan and to afford substantial protection to their beneficiaries” were 
introduced in the 84th Congress. 

A number of bills to accomplish this objective have been introduced 
in the present Congress and have been referred to your committee. 

We are pleased that the committee has scheduled hearings on this 
important matter, with respect to which the President as recently as 
last April expressed his earnest belief that legislation should be 
cated as speedily as possible. 

The administration has been conducting studies in the welfare and 
pension plan field since the bills carrying out its original proposals 
were first introduced in 1956. As a result of these studies, we have 
concluded that the original proposals can be improved and strength- 
ened. 

The administration’s revised proposals are incorporated in two bills 
recently introduced, H. R. 7802, by Mr. Frelinghuysen, and H. I. 7960, 
by Mr. Ostertag. 

Last year Representative McConnell introduced legislation along 
the line of the then proposals of the administration. 

These bills would require the registration with the Secretary of 
Labor of those employee welfare and pension plans for which, or for 
contributions to which, exemptions or deductions are allowable under 
the Internal Revenue laws, as well as plans which apply to employees 
in any industry affecting interstate commerce. 

Under regulations of the Secretary, annual reports of the income, 
disbursements, and financial operations of these plans would also be 
required, with a certification by a certified or licensed independent 
public accountant. The Secretary would be directed to issue regula- 
tions requiring administrators of these plans to furnish reports to 
beneficiaries requesting them, making available to the public informa- 
tion contained in the reports, and assuring the filing of copies of the 
reports with appropriate State officials when requested by the gov- 
ernor of a State. 

The Secretary would be required to make annual reports to Congress 
on the program and to include in his second annual report the results 
of studies directed to be made by him concerning the operation of the 
registration, reporting, and disclosure requirements and his conclu- 
sions and recommendations based on those studies. 

Other provisions proposed in this legislation would authorize coop- 
eration with other Federal agencies, the statistical use of information 
filed on the plans, suits for injunction in the event of noncompliance 
with the requirements imposed, and criminal penalties for willful 
violations. Authority to investigate and to issue subpenas would be 
provided as an aid to the enforcement of the registration and reporting 
requirements. 
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Title II of these bills would amend the Criminal Code to provide 
penalties for embezzlement of funds or for willful falsification or 
unauthorized destruction of books and records of plans required to 
register. 

The legislation which the administration proposes in this area relies 
primarily upon disclosure to the beneficiaries and the os of the 
financial operation of the plan to achieve the desired ends. It is also 
designed to encourage appropriate State regulatory action and self- 

olicing by the parties. 

The proposal does not provide in any way nor intend that the Gov- 
ernment would guarantee the actuarial or financial soundness of em- 
ployee plans. Nevertheless, through appropriate legislation requir- 
ing that financial information regarding the plans be made accessible 
to the beneficiaries and the public, the Federal Government can do 
much to eliminate abuses which might result in serious loss to the 
workers and their families who are the beneficiaries. 

It is our firm belief that the vast majority of these pension and wel- 
fare plans are soundly and honestly administered. Disclosure legis- 
lation of the kind proposed in H. R. 7802 and H. R. 7960 would, how- 
ever, be a salutary step in the direction of remedial action in those cases 
where abuses may now exist, as well as a preventive measure against 
possible future irregularities in the majority of plans which are now 
well managed. 

We believe that such legislation would not take Government too far 
into internal affairs of labor or management, collective bargaining, or 
other employer-employee relationships. 

Some of the facts brought out by the investigations and studies that 
have been made provide convincing evidence of the importance to the 
Nation’s working men and women of the plans to which the proposed 
legislation would apply. They also emphasize the variety of the plans 
to which any comprehensive legislation must be adapted, and point up 
the problem of accommodating its requirements to the different situa- 
tions presented by the various ‘kinds of plans. 

Estimates indicate that existing welfare plans provide life insur- 
ance coverage for some 29 million employees. The pension plans: pro- 
viding retirement benefits, are estimated to cover approximately 13 
million employees. Other types of benefits guaranteed by welfare 
plans are payments in case of accidental de: ath or dismemberment: for 
temporary disability, and for hospitaliation, surgical, and medical 
expenses, 

The exact number of employee welfare and pension plans in exist- 
ence today is not known. Some estimates indicate that there may be, 
in all, about one-half million such plans and insurance policies of all 
kinds. Employees as well as employers contribute to the cost of a great 
many of these plans. 

There are almost infinite varieties of welfare and pension plans. 
They are established by employers, by employee organizations, or by 
both. They provide many different kinds and combinations of pen- 
sion, health, and welfare benefits. They are financed by contributions 
of employers, of employees, or of both. They are administered by em- 
ployers, by employee organizations, or jointly. Their liabilities are 
funded by many different methods. They are established unilaterally 
or through collective bargaining. They cover a single establishment, 
several establishments of the same employer, or a number of different 
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employers. They are insured or self-insured. They provide a fixed 
level of benefits of whatever benefit a fixed amount of money will pro- 
vide. 

The registration requirements of the legislation we propose are 
designed to cover all these different types of plans. This broad cover- 
age, as provided in H. R. 7802 and H. R. 7960, is believed necessary. 

All workers who are beneficiaries of these plans rely upon the future 
benefits promised them and are entitled to the same kind of protection. 
If disclosure will prevent abuses and protect beneficiaries, it can aid 
beneficiaries of small plans as well as those of large ones. 

Managers should be expected to give an accounting of their steward- 
ship in handling these funds whenever employees’ contributions are in- 
volved and where there is no employee contribution. These plans in 
their totality have such importance for their 75 million beneficiaries 
and the public that the public interest justifies that registration and 
annual reporting be required of all of them at this time. 

This initial registration and reporting would provide information 
upon the basis of which the administering agency could classify plans 
and develop appropriate reporting requirements consistent with the 
purposes of this legislation. 

We believe that coverage of all plans at this time is desirable for the 
further reason that there are many facts with regard to these plans 
which are not fully known and the available information does not per- 
mit definition of particular kinds or classes of plans which could be 
exempted with any assurance that no practices which this legislation 
is designed to deter could arise in their operations. 

This is, in our opinion, a good reason for not adopting the approach 
of some of the bills for disclose legislation, which would exempt 
plans covering fewer than 25 employees from registration and plans 
covering fewer than 100 employees from reporting requirements. 

Under our proposals, all plans would be covered in the first in- 
stance, but the Congress would be provided with information obtained 
as a result of the initial registration and reporting of the plans. An 
informed judgment could then be made as to whether there are par- 
ticular types of categories of plans for which modification of the 
registration or reporting requirements would be justified. 

Sound conclusions as to whether practices detrimental to the interests 
of beneficiaries can or do occur in such plans would be aided by the 
studies which the administering agency would be required to make and 
on which full information, together with its conclusions and recom- 
mendations, would be reported to the Congress in its second annual 
report. 

uring the period of its studies, the administering agency will, 
of course, also work very closely with the appropriate committees of 
the House and Senate as contemplated by the Legislative Reorganiza- 
tion Act of 1946 (2U.S.C. 190d). 

In a new program of this kind, it is also important to permit some 
degree of discretion regarding the particular information to be re- 
quired. This flexibility, within the limits of standards set by Con- 
gress, would have the advantage of permitting the administrative 
agency to benefit from experience derived from the operation of the 
program and to make informed recommendations to the Congress 
for any modifications in the legislation which might be found to be 
necessary. 
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Various proposals have been made concerning the apare riate Fed- 
eral agency to administer a welfare and pension plan disclosure pro- 
gram. The Congress has not previously vested in any Government 
agency responsibilities identical with those which would be created 
by such a program. It has, however, vested in a number of agencies 
comparable or with related responsibilities. 

The administration believes, as H. R. 7802 and H. R. 7960 provide, 
that it would be appropriate for administration of this program to be 
in the Department of Labor. This Department is the Cabinet agency 
established to “foster, promote, and develop the welfare of wage 
earners.” 

The pension and welfare plan disclosure legislation is, as President 
Eisenhower stated, dncieeed: to “protect and conserve these funds for 
the millions of workingmen and women who are the beneficiaries.” 
To a large extent, the problems to be dealt with fall within or impinge 
upon areas in which the Department of Labor has experience and 
responsibility as a Cabinet agency of Government. 

Within these fields, the Department of Labor, like the Securities 
and Exchange Commission in the capital market field, has technical 
competence and experience in enforcing statutes of greater complexity 
than the proposed statute. 

The Department of Labor already has several functions in this area: 

(1) Under subsections (f) and (g) of section 9 of the National 
Labor Relations Act, as amended, with respect to registration and 
financial reports submitted by unions—as you know, the admin- 
istration has requested authority for the Secretary of Labor to make 
these reports public ; 

(2) Under section 211 of the Labor Management Relations Act 
with respect to maintaining a file of available collective bargaining 
agreements and making available data and factual information which 
may aid in the settlement of labor disputes ; 

(3) Under section 7 (d) (4) of the Fair Labor Standards Act, 
with respect to the exclusion of contributions to health and welfare 
funds from “regular rate” of pay. 

In addition, the Department’s Bureau of Labor Statistics engages 
regularly in research and publication of studies on economic and 
operational aspects of welfare and pension plans, and is in a unique 
position to aid in the administration of the proposed statute, in neces- 
sary research, and in providing the analyses of information required 
for the reports and recommendations which would be made to the 
Congress under our proposal. 

In addition, the recommended legislation would provide for con- 
sultation by the Secretary of Labor with the Secretary of the Treas- 
ury, the Secretary of Health, Education, and Welfare, and the Secre- 
tary of Commerce, whose departments could also be called on to pro- 
vide assistance in the administration of the legislation. 

The investigative and subpena powers which these revised bills pro- 
vide are necessary, we believe, for proper enforcement of the registra- 
tion and reporting requirements. 

As a further protection to beneficiaries, any destruction or falsifica- 
tion of the books and records upon which a plan’s reports would be 
based, as well as any embezzlement or conversion of the funds of the 
plan, would be made subject to criminal penalties. 
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A Federal law would not supplant State laws making such offenses 
crimes, but Federal action would be possible where necessary. It 
would also emphasize the strong interest of the Federal Government 
in maintaining the integrity of these funds. 

Matters of regulation of employee welfare or pension plans which 
are primarily or exclusively the responsibility of the States are ex- 
cluded from our proposal for Federal legislation in this area. 

Legislation requiring filing, reporting, and disclosure by these plans 
should adequately serve the national interest and leave to the States 
their responsibilities for auditing and supervision of the funds. As 
a matter of fact, the legislation is intended, among other things, to 
encourage and assist State action in the areas of State responsibility. 

For example, section 106 (c) of H. R. 7802 would make available to 
the States information reported by these plans to assist them in the 
discharge of State responsibilities for assuring that the plans are 
sound and properly managed. 

While few States at the present time have statutes specifically di- 
rected at the problems arising out of employee pension and welfare 
benefit plans, the information made available to the States as a result 
of this legislation we are recommending should help them and other 
States pinpoint these problems and provide better protection to the 
beneficiaries. 

This legislation also recognizes that the plan administrators them- 
selves have a definite responsibility for good management, and we 
believe, as pointed out earlier, that its provisions would lead to im- 

rovements in management that would be in the interest of the bene- 
ciaries. 

I urge that the committee take early and favorable action for the 
adoption of H. R. 7802 or H. R. 7960. 

In conclusion, I wish to thank you, Mr. Chairman, and this com- 
mittee for the opportunity afforded us to present our recommendations 
here today. 

Chairman Barpen. Mr. Kelley, do you have any questions? 

Mr. Keutry. I have no questions, except that I want to say to the 
Secretary that I appreciate his coming here today and giving the bene- 
fit of his views on this important matter. It was very helpful to me. 

Secretary Mrrcne.i. Thank you, Mr. Kelley. 

Chairman Barpven. Mr. Gwinn. 

Mr. Gwinn. Is Mr. House going to question the witness? 

If he is I think I will give my time, at least temporarily, to him. 

Chairman Barpen. Mr. Perkins. 

Mr. Perrys, I have nothing, Mr. Chairman, at this time. 

Chairman Barpven. Mr. Bosch. 

Mr. Boscu. I have no questions. 

Chairman Barpen. Mr. Wier. 

Mr. Wier. No, I will pass, too. I tried to question Mr. Mitchell 
last October in the city of Minneapolis, and I did not get very far. 

Secretary Mircne.yt. I am glad you mentioned that, Mr. Wier, be- 
cause I would have been glad to answer those questions. 

Mr. Wier. You knew I was there. 

Secretary Mrrcue tt. I did not, sir. 

Chairman Barpen. Mr. Holt. 

Mr. Hour. Mr. Secretary, I appreciate your coming here today. L 
have several questions. 
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If put into effect, how would this law work in your Department? 
Would you have a new department established or have someone 
specifically in charge of this? ' 

Secretary Mrrcue.y. Well, we certainly would have to establish a 
section of the Department with adequate personnel to handle this 
because it would be an entirely new function for the Department. 

Mr. Hour. Do you have any idea how many people would be 
involved ? 

Secretary Mircneii. Yes. We have some estimates on the num- 
ber of people that would be required. 

I must point out, however, that this estimate is based, naturally, 
upon several assumptions: 

One, that the legislation would be effective not later than July 1, 
1958; that the number of plans filing registration statements and 
annual reports would be approximately 250,000. 

The Senate committee, in investigating the health and welfare plans, 
indicated that the number might be anywhere from 250,000 to a half 
million, so that this estimate is based on 250,000. It is a conservative 
estimate. 

The estimated number of people, in the first instance, to get the plan 
in operation, would be 155 professional people, 12 administrative 
people, and 247 clerical and stenographic people, totaling 414. An- 
peslle thereafter, it is contemplated that the plan could be adminis- 
tered with 285 people. 

We estimate the expenditures for all purposes in the first year at 
approximately $2 million, and annually thereafter at $1.5 million. 

Mr. Horr. Two things have interested me particularly in this legis- 
lation. One is how you would issue a directive under this legislation 
to the particular fund to publish an annual report to the member. 
How does the average member find out about his fund under this 
legislation ? 

Secretary Mrrcueit. Under this legislation, the average member 
‘could request a copy of the financial report and the fund could be 
asked to make available to the member copies of the financial report, 
which is not unusual now, Mr. Holt, as you know, in many such 
plans, 

Mr. Horr. Now a lot of them do not get financial statements of 
their plans; do they ? 

Secretary Mircnett. Many of them do not and many do. 

Mr. Hour. I see. 

Suppose that, under this legislation about which we are talking, 
a member of a union does not get a financial report now. He may 
well not get one under his plan unless he is suspicious and writes to 
you; is that correct ? 

Secretary Mircuretn. No; this would require publication to the 
members of the plan of the financial report. 

Mr. Hour. There would be publication ? 

Secretary Mircueiy. Yes. 

Mr. Roosevett. Would the gentleman yield ? 

Mr. Horr. Yes. 

Mr. Roosevetr. Mr. Secretary, it does not require that the plan 
send a report to each member covered; does it? It just requires that 
it send them if the individual covered requests it. 
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Secretary Mrrcuexu. I believe, Mr. Roosevelt, that it requires that 
they be sent to the members of the plan, and the regulations of the 
Department would indicate that information which should be sent 
to the members. 

Mr. Roosevett. You do that by regulation rather than by specific 
legislation. 

Mr. Hour. Would you favor then pinpointing it to see that a finan- 
cial statement is sent to every member ? 

Secretary Mircueiy. I would. 

Mr. Perkins. Would you yield ? 

Mr. Hour. Yes, Mr. Perkins. 

Mr. Perkins. You do not mean to tell the committee that at the 
present time a report is sent to each individual union member; do 
you? You mean to tell the committee that it is sent to the membership 
of the union as a group; is that correct ? 

Secretary Mircnety. Mr. Perkins, I am talking about all the plans. 
There are many plans which, as a matter of procedure, send an annual 
report of the financial affairs of the pension or welfare trust funds 
that they are administering. I suppose there are hundreds of thou- 
sands of beneficiaries that get such reports now as a matter of volun- 
tary action on the part of the administrators of a plan. There are 
some that do not. 

This legislation would require that those people who do not now 
get it will get it. 

Mr. Perkins. But under the present law, you do not furnish union 
membership with a copy of the report unless specifically requested by 
that union member; is that correct ? 

Secretary Mircuett. Under what law, sir? 

Mr. Perkins. Under the Taft-Hartley law at the present time. I 
- speaking about the present administration of the union welfare 

unds. 

Secretary Mircneiy. Well, sir, there is no law at the moment which 
has to do with pension and welfare funds. I think you are referring 
to the financial statements that a union has to file with the Department 
of Labor under sections 9 (f) and (g) of the Taft-Hartley Act. 

Under that law, the union must furnish to its membership a copy 
of the financial statements that it files with the Department. 

Mr. Perkins. That is what I refer to. 

You feel that under that law you do not have the authority now 
to make those financial reports public, is that correct ? 

Secretary Mircuety. That is correct, sir. 

Mr. TELLER. Will the gentleman yield? 

Mr. Perkins. Yes, but I do not have the floor. 

Mr. Teuuer. As I understand, under your plan the employer would 
be required to get booklets and send these to each employee at the 
employer’s expense ? 

Secretary Mircuet.. That is right, Mr. Teller, as many of them 
now do. 

Mr. Teter. And the union would be obliged to get specific printed 
booklets and send them to the employees at the union’s expense ¢ 

Secretary Mrrcnery. It should be information, whether booklets 
or not. 

Mr. TetteR. Would this requirement also apply to pooled vacation 
plans? 
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Secretary Mircueit. Will you please tell me what you mean by 
pooled vacation plans? : 4 

Mr. Tetter. Well, we have pooled vacation plans in the garment 
industry in New York, for example. 

Secretary Mircnett. Where the union administers the funds ? 

Mr. Texter. It is specifically referred to in the Taft-Hartley Act? 

Secretary Mitcnent, Yes. If this would be considered welfare 
for the employees, yes. 

Mr. Teter. De you think it would be so considered ? 

Secretary Mrroue.u. I would like to study that. It is an unusual 
plan, as you know. It is not common in industrial relations, and I 
would like to consider that as to whether or not that could be properly 
called welfare in the sense we are using it here. 

Mr. Grirrin. Would the gentleman yield ? 

Did you look at section 103 (a), which defines the term “welfare or 
benefit plan”? 

Mr. Tetier. I looked at it and examined it carefully and, in my 
view, there is doubt as to whether it does apply. 

Mr. Grirrin. I think so, too. 

Mr. Trier. They abound more frequently than meets the eye in 
the building industry, in seasonal industry, in industries where the 
employee changes employers frequently, as you find in the building 
industry. 

I am wondering why they should be excluded. As long as we are 
going into this massive Government intervention in the institution of 
free collective bargaining, let us go whole hog. 

How about plans for supplementary unemployment benefits? They 
are quite common. Are they covered by 103 (a) ? 

Secretary Mircueny. No, they are not now covered. 

Mr. Tr1ier. They are quite common and are a very important part 
of collective bargaining. Why should they be excluded ? 

Secretary Mrrcueit. Well, if the Congress should decide to in- 
clude them or would want from us a brief on the extent of such plans, 
the desirability or undesirability of including them, I would be very 
glad to make it available. 

Mr. Texter. I want the Secretary of Labor to understand that I 
simply raise these questions in order to equate this bill with the 
realities of collective bargaining in which the Secretary of Labor has 
an abundant experience. 

Another thing that puzzles me here is the provision of title IT: 
Embezzlement and false entry, which provides that it becomes a Fed- 
eral crime for anybody to embezzle, steal, or unlawfully take or con- 
vert to his own use or the use of another, “any moneys, credits, funds, 
securities, property, or other assets or things of value,” and these 
words I now stress, “of any such welfare or benefit plan,” and I com- 
ment first that, while this is suposed to be nothing more than a dis- 
closure plan, we have a crime of embezzlement created here and if we 
turn to section 103 relating to the definition of the term “welfare or 
benefit plan,” it says it means any plan. 

Now, would an employer be guilty of embezzlement if he stole his 
own money ¢ 

Let us not put it prejudicially. What I would like to know is, sup- 

ose an employer got a rebate from an insurance company on a uni- 
ateral plan; would he be guilty of embezzlement under this statute? 
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Secretary Mircne tt. If that were part of the plan, I should not 
think so, Mr. Teller. 

Mr. Tretier. Perhaps I might address this question to Mr. Freling- 
huysen, because I am reading from his bill, but, as I read this bill, 
there is grave doubt in my mind but what he might be guilty of 
embezzlement. 

Mr. Frevincuvuysen. If the money is a rebate to the plan and not to 
the employer, and it is an embezzlement of the money of the plan, I 
presume he would be guilty of embezzlement. 

Mr. Trturr. So that, you do believe that an employer would be 
guilty of embezzlement in securing a rebate from an insurance com- 
pany to which he may be entitled as a result of an experience during 
the year? 

Mr. Fretincuvysen. If he is entitled, of course, he is not guilty of 
embezzlement if he takes it. I do not know what the gentleman means. 

Mr. Triier. Whose money is he embezzling ? 

Mr. Frenincnuysen. That is the question. 

If you are defining it as the employer’s money, it is certainly not an 
embezzlement to receive the rebate from the company. 

Mr. TetieR. Supose the International Typographical Union, which 
administers its own funds and does not receive employer contributions, 
were to secure a rebate from an insurance company, would the Inter- 
national Typographical Union be guilty of embezzlement under your 
bill ? 

Mr. Fretincuuysen. If it is not an embezzlement, stealing, or 
unlawful taking of the money, it is certainly not going to be so made 
a crime under this provision. Acceptance of a rebate is no crime in 
itself, surely. 

Mr. Texter. The crime of embezzlement, as provided in this bill, 
applies, under the language of the bill, to “any such welfare or benefit 
plan,” and I am wondering about the advisability of creating this 
unspecified and broadly worded crime in relation to a coverage under 
section 103, which is very broad and is designed not for the | purpose 
of regulation, but solely for the purpose of disclosure. 

Mr. Freiincuvysen. If there is an improper use of funds of any 
welfare or benefit plan, improper in the sense that there is a stealing 
or conversion to one’s own use, there is a penalty provided in this act. 
1 do not think that would be an unreasonable thing. It is not a 
creating of a crime out of something which had not been a crime 
before. 

Mr. Grirrrn. Would the gentleman yield for a comment? 

Mr. Tetter. Certainly. 

Mr. Grirrin. I would like to suggest that the Secretary is bri inging 
here today the philosophy of the way we want to approach this thing. 
I can see a number of legal refinements that we would want to make 
in this bill. I think it should specify that this plan should be in 
writing. I think we should, secondly, consider whether or not we 
are talking about a trust in the common law sense of the meaning of 
the term “trust,” which might be a better way of approaching it than 
the word “plan.” 

I wonder if we want to get into all those legal refinements this morn- 
ing. We could go on indefinitely if we are going to analyze every 
section of the bill. 
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Mr. Tretter. We ought to go into the question as to whether we are 
talking about a trust here, and as to whether, under the philosophy 
of the Frelinghuysen bill, we are creating general language of em- 
bezzlement where perhaps, Mr. Frelinghuysen, you mean to regulate 
the purposes for which such funds may be invested or for which 
withdrawals may be made from the fund. 

Mr. Warnwricut. Would you yield, Mr. Holt? 

Mr. Ho tr. I yield to Mr. Wainwright. 

Mr. Warnwricut. I would like to reiterate Mr. Griffin’s theory. 
You either want to do something specific to keep employees’ funds 
from being stolen or misused or you do not. You can take a com- 
pletely negative approach and find holes in it. You can find holes in 
the Bible. Or you may take a constructive approach and start with 
something and improve it. 

Mr. Wier. What was that remark about the Bible? 

Mr. Warnwaient. I said the Bible was holy. 

Mr. Horr. Mr. Secretary, to get along with this, I think the points 
my good friend from New York, Mr. Teller, brought up are points 
that the committee surely has to think about. They are very impor- 
tant. 

Not being a lawyer, though, I will not dwell on them, but I enjoyed 
the little question and answer period here. 

I would like to trace back to where I was before we got off on an- 
other subject, that, as I understand this legislation you would be 
willing to see to it by order, or you do not care if we write in, that 
each member would receive a copy of this in some way. 

Secretary Mircue.y. That is right. 

Mr. Horr. After this employee receives this copy, and is suspicious 
or does not understand or like something, what he does then is to 
contact somebody in your Department, or does he go to a State agency ? 
Where is the line drawn there? 

Secretary Mrrcuetu. Well, he can go to the State if the State has 
legislation calling for the auditing and supervision of such plans, or 
he could make a complaint or inquiry in the Department of Labor. If 
the inquiry or complaint were a valid one, the Department of Labor 
under this proposal has a right to investigate and, if there is a case 
of possible fraud, the Department of Justice could be called into the 
picture for prosecution. 

Mr. Hour. Are the States doing much on this now ? 

Secretary Mircueiy. So far as we know, Mr. Holt, there are 2 and 
perhaps 3 States that have legislation on their books calling for audit- 
ing, supervision, or disclosure of such funds: New York State and 
Washington, and I believe that Connecticut has recently passed such 
legislation. 

Mr. Gwinn. Mr. Chairman, I wonder if the witness might find it 
convenient to speak a little more loudly. 

Secretary Mrrcne.z. I am sorry, sir; yes, sir. 

Mr. Gwinn. I think the committee and the newspaper reporters and 
the audience want to hear you, Mr. Secretary. 

Secretary Mircnety. I will try. 

Mr. Hotxianp. Will the gentleman yield? 

Mr. Hour. Yes, sir. 

Mr. Hoxiianp. Would it not require the State to pass special 
legislation to confirm this act ? 
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_ Secretary Mrrcnety. We would hope, Mr. Holland, that this would 
inspire the States to pass legislation which would put these plans 
under State supervision and audit authority. 

Mr. Texter. Would this not supersede State legislation? 

Secretary Mrrcne.u. No, sir. 

Mr. Tetier. Should there not be a saving clause in light of the Su- 
preme Court philosophy on preemption, Mr. Secretary? 

Secretary Mircueity. We do not believe so. We believe that there 
are two different facets here, Mr. Teller, and of course I recognize that 
this is your legal field and I would not argue with you on the legal- 
ities. 

Mr. Teter. I simply raise the question that I wonder what the 
purpose is. 

Secretary Mrrcueix. Let me tell you what our concept is. 

This bill which we are proposing calls for the filing, registration, 
and public disclosure of the financial affairs of welfare and pension 
plans. We believe that it is not the function of the Federal Govern- 
ment to supervise, audit, determine the validity or the acutrial sound- 
ness of such plans. 

We do believe it is the State’s function, and we so stated here, that 
the States shall have the authority and responsibility to supervise, 
audit, and investigate these plans. 

Mr. Fre,incHuysEN. Will the gentleman yield further? 

Is not the language in section 106 (c) a spelling out to a degree of 
the responsibilities which the States have? The language reads: 
responsibilities for assuring that plans providing for employee welfare and 
pension benefits are sound and are properly managed * * * 

Chairman Barpen. Where is that section ? 

Mr. FRELINGHUYSEN. Page 8, lines 7, 8, 9, and 10. 

Mr. Hotxianp. Will you please yield ? 

To consider that thinking, how can a State do it without having 
a State law? 

Mr. Fre.incuuysen. This would be to encourage legislation where 
legislation is necessary to provide supervision. It is deliberately en- 
couraged to secure adequate safeguards. Some would be provided by 
Federal legislation, basically a disclosure statute, and more would be 
provided by State legislation which would provide for the auditin 
and the definite supervision comparable to the insurance laws whic 
we now have. 

Mr. Hotzianp. What if the State passes a law and this law is on the 
books? What happens then ? 

Mr. Fre.incuuysen. There is no interference with whatever any 
State may do because of the passage of this law. 

Mr. TetiEr. Should there be such duplication ? 

Mr. Fre.tincuuysen. The Secretary should be answering these 
questions. 

Chairman Barpen. Would the gentleman yield ? 

Mr. Frevincnuysen. I do not have the floor. 

Mr. Hott. I would be happy to yield to you, Mr. Chairman. 

Chairman Barpen. I think we were proceeding without tradition 
at the time of the preemption decision by the Supreme Court, and I 
cannot for the life of me see any objection to putting a specific clause 
in there saying, in effect, to the Court, “This authority is sacred to the 


States and must not be invaded.” 
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I think that the reason we do not have at the present time more 
than 2 States attempting to police that situation, which everybody 
knows is certainly not only traditionally but has always been regarded 
as constitutionally a right and proper power, is because, when the 
Federal Government said to the States, “Keep your hands out of 
anything the Federal Government is in,” that was the — stroke, 
second only to Hitler’s when he said, “We hereby abolish the state” ; 
and the States have simply kept their hands out of it and, as a result, 
those funds, whether they be of the trust-fund type or what they are, 
have had a hands-off policy from the States and only 2 States in the 
Union at the present time have even dared to venture into the field. 
Those are the States of New York and Washington. 

I cannot for the life of me see any objection to a specific statement 
here that all of those rights are well within the scope of the juris- 
diction of the States. 

Mr. Fretincuuysen. I am not sure whether the chairman’s point 
is that the States have kept hands off because of Federal legislation in 
this field. It seems to me that there has been a complete lack, so that 
theoretically they could have stepped in to fill the vacuum. 

I am not saying that there should not be a specific mention of this. 
I think we have it here. 

Chairman Barven. I only know what the State insurance commis- 
sioners have told me, and I would not advise them to enter some- 
thing where they knew what the Supreme Court would do before they 
entered it. 

The gentleman heard the administrator of the plan in the State 
of Washington sit here the other day and in effect tell you that he 
was treading on thin ice, and in effect bluffing. 

Mr. Fre.incuvuysen. But it surely is not because the Federal Gov- 
ernment has taken action. 

Chairman Barven. It surely is. 

_ Mr. Freiineuursen. But the Federal Government has done noth- 
ing. 
Chairman Barpen. I am assuming that you regard the Supreme 
Court as being part of the Federal Government. 

Mr. Fretincuuysen. In what way has the Supreme Court taken 
action in the field? There is no legislation on the books which could 
preempt the State from acting. 

Chairman Barpen. It is a part of the Taft-Hartley Act. Is that 
not Federal law? 

Mr. Frevincuuysen. Again we are not talking about amending 
Taft-Hartley with this legislation. 

Chairman Barpen. I am not so sure. 

Secretary Mircuett. May I say, Mr. Chairman, that I think you 
are referring to section 302 of the Taft-Hartley Act and its assumed 
preemption of the field in only one type of health and welfare and 
pension plan, and that is the jointly administered plans which are 
covered by Taft-Hartley. 

Chairman Barpven. Mr. Secretary, this is what I had in mind. I 
do not know. I practiced law for 20 years. I presided over a court 
for a while. I thought I knew a little law, but I have decided that 
I do not know one bit. I cannot guess what the Supreme Court will 
do. I have not the slighest idea what they would do with a given 
statement of fact. 
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Now, the welfare fund is mentioned in the Taft-Hartley Act. 

Secretary Mircnety. A certain kind of welfare fund. 

Chairman Barpen. Whether it is blue, green, or white, it men- 
tions it. 

Now, with the decision of the Supreme Court, for the life of me I 
cannot conceive of an insurance commissioner not recognizing the 
fact that the Supreme Court could very easily say that, the Federal 
Government having entered the field of welfare funds, it is preempted 
to the Federal Government. 

Secretary Mircuetu. I would have no objection, Mr. Chairman, to 
the Congress specifically spelling out the jurisdiction of the States 
in this bill if it is not already spelled out. 

Chairman Barpven. Mr. Secretary, I think you put most of the fire 
out. 

Secretary Mrrcneny. Yes, sir. I did not think there ever was any 
fire. 

Mr. Warnwricut. Mr. Secretary, I hesitated to answer Mr. Teller’s 
hypothetical question in regard to a type of pension fund in the gar- 
ment industry, with which I was not certainly familiar. This is not 
the time to go into it and learn about it, which I would like to do, 

Is it true that under this proposed statute that the type of situation 
arising in New York State, and particularly in New York City, would 
be handled first by the existing New York statute, and that the regu- 
lation that we are discussing here today would not be effectual at 
all? 

Secretary Mircneuyi. I think I would have to examine the New 
York statute before I could answer this specifically, Mr. Wainwright. 

My recollection is that the New York statute does not cover all types 
of employee welfare and pension plans. It covers only a certain kind 
of plan and our proposal for legislation here is much broader in its 
coverage than the New York State plan. 

Mr. Hor. I want to ask two short questions, and then I yield back 
the floor to the chairman. 

Have you given any thought to these unilateral funds, Mr. Secre- 
tary, as far as regulation goes? 

Secretary Mircuett. Do you mean union unilateral funds? 

Mr. Horr. Or management. 

Secretary MircHety. Yes; they are included here. 

Mr. Hour. Management unilateral funds are included ? 

Secretary Mircnett. Yes, sir. 

Mr. Horr. I will not go into detail on how they operate. I pre- 
sume my questions are probably a little too detailed on this operation 
at this stage. I will go along with Mr. Griffin’s thought that you have 
a framework here. I notice that you say, on pages 7 to 8, that all plans 
will be covered in the first instance, and it will take a lot of studying 
and going back and forth. 

I think that is a sound statement and cooperating with Congress 
and with their administrative setup at the beginning. 

Do you think that legislation is necessary in this session of Con- 
gress ? , , 

Secretary Mrrcnetu. I believe that it is, Mr. Holt. This is an area 
where the estimates are that there is upwards of $30 billion of assets 
in these plans, and, as I said in my statement, money is being poured 
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into the plans at the rate of $7 billion a year. This.is a relatively new 
development in industrial relations in the last 10 or 15 years. 

The extent of such plans is going to ror rapidly, and there has 
been enough evidence, as indicated by the Senate subcommittee in- 
vestigation, in the last year, that there needs to be some degree of 
exposure in some of these plans, and I think the sooner the Congress 
enacts legislation along these lines, the better; so that, I would urge 
that this year Congress make every effort to act favorably on this 
legislation. 

r, Hour. I have one other question. 

Something as different as musicians union welfare fund would not 
be covered by this legislation; would it? 

Secretary Mrrcue.t. I believe it would, Mr. Holt. 

Mr. Ho tr. It is different than anything else? 

Mr. Roosrveir. Would the gentleman yield ? 

Mr. Secretary, it would not be covered except as far as publica- 
tion of the terms and the operation of the fund is concerned. It 
would not be covered as to whether or not this was a fund which 
was in any way under the control, for instance, of the employees 
who contributed to it, or anything of that kind ? 

Secretary Mircoueu. No, sir. 

Mr. Roosevetr. That is one thing which our subcommittee went 
into. I do not think it is a substitute for the proposed legislation 
that Mr. Landrum has introduced. 

Secretary Mircnety. I do not know legislation Mr. Landrum has 
introduced, but it is not the intention of this proposal, Mr. Roosevelt, 
to inquire nito the validity of plans, the soundness of the plans. 

Mr. Roosrvett. Or the proper operation, which is the subject of 
Mr. Landrum’s proposed legislation. 

Secretary Mircuety. It is merely to expose to the beneficiaries and 
to the public what the plan is. 

Mr. Hour. I yield back the floor, Mr. Chairman. 

Chairman Barpen. Mr. Landrum. 

Mr. Lanprum. I have no questions. 

Chairman Barpen. Mr. Kearns? 

Mr. Kearns. I am concerned about you saying that we should 
have this as Federal legislation in this session. 

As you well know, most of the State legislatures have either ad- 
journed or are going to adjourn, and they will not meet until 1959. 
This legislation that we would pass would be a sort of criterion for 
them to follow. 

I am interested in this point: 

Under title II, where you bring up the embezzlement and false 
entry, would that take care of a situation where the United States 
steelworkers, we will say, have a disgruntled person running against 
Mr. McDonald, who appeals to the Senate committee and asks for a 
full-scale investigation because funds were embezzled in the steel- 
workers union ? 

I personally believe that most of the union funds are in good shape 
and I do not think all of the other unions should be penalized be- 
cause of one poor operation. 

Secretary Mircuety. Title II has to do with embezzlement and 
false entry with regard to pension and welfare plans. 
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Mr. Kearns. That is what he claimed in his assertion about the 
president. 

Secretary Mrrcneny. It seems to me, Mr. Kearns, that one would 
have to examine into the validity of his allegation before he would 
say whether this applied or not. 

r. Kearns. Do you not think that the law should be tight enough 
so that some person would not be able to get up and say, “This is all 
wrong and should be changed” ? 

Secretary Mrrcneti. It seems to me, Mr. Kearns, that an indi- 
vidual has a right to express himself. He may not be right, but you 
should not deny him that right to express himself. 

Mr. Kearns. That is all. 

Chairman Barpven. Mr. Gwinn. 

Mr. Gwinn. Mr. Chairman, in that connection you remember that 
the Secretary said in the beginning of his statement that he felt that 
by and large these funds were being honestly and competently man- 
aged. Isthat right, Mr. Secretary ? 

Secretary Mircnex.. That is right, Mr. Gwinn. 

Mr. Gwinn. If that is true, then that may be the reason why the 
States have not taken action. It may indicate that we need not take 
action and run the risk of preempting the field because the States will 
take action when they find that legislation providing regulation and 
eapervinien is found necessary. Is that a fair statement of the situa- 
tion 

Secretary Mircueti. No; I would add some other factors here, Mr. 
Gwinn. 

One of the reasons, perhaps, that the States have not taken action 
is that this is a relatively new problem, as I said before. The size of 
this problem is just beginning to emerge. It is only in the last several 
years that all the ramifications of this problem have been exposed by 
congressional hearings, and the States, I believe, have not taken action 
because of the newness of the problem. 

I do not believe, as you say and as I have said, because a majority 
of these plans are honestly and fairly administered, the Federal Gov- 
ernment should set aside its right to look at those plans, which may not 
be, because the working people that are covered by such plans need some 
protection. 

Mr. Roosevett. Mr. Chairman. 

Chairman Barven. Mrs. Green. 

Mrs. Green. I will yield to the gentleman from California. 

Mr. Roosevett. Mr. Chairman, I have to go down to testify at the 
Armed Services Committee. May I proceed with two questions on the 
time of Mrs. Green ? 

Chairman Barpen. Yes. 

Mr. Roosrvett. Mr. Secretary, first I would like to ask your thoughts 
as to whether an advisory committee to the Secretary, in view of the 
importance and the scope of the inquiries which we are going to make, 
would not be advisable, to particularly bring in management and labor 
for direct consultation and action with you? 

Should not the bill perhaps include an advisory committee ? 

I am referring particularly to the proposed legislation that Mr. 
Thompson, and I believe Senator Douglas and others, may have pro- 


posed. 
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Secretary Mircue.y. If the committee were truly advisory and did 
not preempt the aaron | of the Government administrator, there is 
always value in advice. I would see no objection to it. 

As you may note from our bill here, we will look to the Secretary 
of the Treasury, the Secretary of Commerce, and the Secretary of 
Health, Education, and Welfare for advice and consultation and assis- 
tance in the administration of this. 

Another advisory committee of the labor-management type may be 
in order. 

Mr. Rooseverr. Particularly, would that not be true in view of the 
diversity and number of plans? 

Certainly you would probably want some money from industry 
itself, I a think, that would make sure that you had not over- 
looked the kind of plan that might perhaps be not too well known but 
which might have in it some features which should deserve your 
scrutiny. 

Secretary Mrrcnety. That may be desirable; yes. 

Mr. Roosevett. Frankly, I am a little confused by the philosophy 
of the administration. I read the President’s speech to the governors 
with great interest. 

In essence, what he said was that the States should be allowed to do 
those things which they did do, but the Federal Government has 
stepped in at certain times when the States did not do it. 

Here you come before us and tell us that the States have not had 
a chance to do it because this bill is such a new one. Yet we are jump- 
ing right into it. I am not saying that I am opposed to this bill on 
that ground. I am saying that I am a little condindd as to the basic 
philosophy and I would like to have your view as to why the States 
should not be permitted to do what we propose here. 

Secretary Mircuett. But the States have not done it, Mr. Roose- 
velt. 

Mr. Roosrvett. You just said that they have not done it because it 
is so new. 

Secretary Mrircuext. I said that one of the reasons might be that 
it is so new, not that they have not had a chance. The chance has 
been there since the late forties. 

In trying to answer Mr. Gwinn’s question as to why the States may 
not have done it, it occurred to me that it is a new problem but the 
States have not done it. The result is that you have this large variety 
of plans with no knowledge on the part of either the State or Fed- 
eral Government as to what is involved. 

Now, I am not confused, Mr. Roosevelt. 

Mr. Roosevett. I hope you will “unconfuse” me. 

Secretary Mrrcnett. I will try, sir. 

All that we are allocating here to the responsibility of the Federal 
Government is the filing and registration and public disclosure of the 
financial affairs of these funds. That is all. 

The States, however, have, we believe, an inherent responsibility 
to go further than that. I would not think that the States should 
be content with registration, filing, and disclosure. The States, I be- 
lieve, should assume the authority and responsibilities for the super- 
vision and audit of the affairs of these funds, which I do not believe is 
the function of the Federal Government. 

That is the distinction that I make. 
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Mr. Ruopres. Would the gentleman yield? 

Mr. Roosevett. I would be happy to yield. 

Mr. Ruopes. I cannot see that this is jumping in with both feet. 
i think it is a moderate approach. In fact, to recommend a law 
which requires only disclosure is a minimum. 

I will ask this question on my own time, not on the time of the 
gentleman from California. 

I think that title IL may go too far. It may go farther than we 
should go in setting up a Federal crime for embezzlement when very 
likely it can be handled under the existing State statutes if the juris- 
diction is better defined than it now is. 

To me this is a moderate approach and not getting in with two feet, 
as the gentleman from California suggested. 

Mr. Hour. Would the gentleman yield 4 

Mr. Roosevetr. I would be happy to yield. 

Mr. Horr. We had the chief examiner from the State of Washing- 
ton here. Our subcommittee also held hearings in Los Angeles, Calif., 
several years ago and found some discrepancies in these funds, and it 
is something that the committee has to examine, and maybe the Sec- 
retary has to examine, just what is being done in those two States in 
the State legislature. 

I do not think our State legislature is doing anything. They have 
had 3 or 4 years. 

Mr. House. 

Mr. Hovss. I believe that California ov within the past 2 
weeks passed a bill. I have a copy of it here. I do not know if it 
is signed yet. I believe Michigan in the last 2 weeks has either passed 
or possibly only had introduced a bill. The superintendent of in- 
surance in Michigan is chairman of the National Insurance Commis- 
sioners in this area of welfare and pension funds and is anxious to have 
this act. In 1955 you had a statute passed by Washington; in 1956 a 
statute passed by the State of New York, and in 1957 statutes passed 
and signed by Connecticut and passed in California and I believe also 
in Michigan. 

Secretary Mrrcuert. May I comment on Mr. House’s statement, 
though? The State of New York failed to cover all pensions and 
welfare funds. 

Mr. Houser. That is absolutely correct. 

Secretary Mircnet.. The State of Washington does not. cover all 
pensions and welfare plans. 

Mr. House. That is correct. The State of Connecticut does. 

Mr. Horr. I will not take the gentleman’s time but I think it is 
necessary for the Federal Government to show a little leader ship here 
because many of these plans involve 20 or 30 States and, if the States 
did not have uniform laws, which State has the responsibility ? 

Mr. Rooseverr. That is exactly the question I wanted to ask. Sup- 
pose a group plan is put into effect. for company A that has plants 
in several different States. One part of the company’s employees are 
covered under certain regulations by, let us say, the State of Pennsyl- 

rania; the same company having employees in the St: ite of Delaware, 
if I can go to Mr. Haskell’s State, which has a different set of recula- 
tions. How do you draw the line as to where we safeguard and 
where we make sure that all of these people who certainly have the 
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same rights and are having the same amount of money deducted from 
their payroll check get the same kind of protection ? 

Secretary Mircnert. Mr. Roosevelt, I would think that insofar 
as this legislation is concerned every plan would be treated alike but 
as far as State legislation is concerned, it would seem to me that the 
States would operate as they now operate in the supervision and 
audit of insurance companies in that if the headquarters of XYZ 
insurance company is in the State of New York the State of New York 
has the reaponaabiliey for the audit and supervision and control of that 
insurance company’s funds regardless of where the insurance com- 
pany operates. 

Mr. Roosevett. Let me be specific, Mr. Secretary. I can get around 
any State law, as you know, on insurance by staying out of the State 
and doing it through the United States mails. Suppose I want to do 
that under this regulation. Should there not be some protection 
against a State that does not act where perhaps I can go in with my 
insurance company and set myself up in that State, frankly, because 
it has not acted, and then go ahead and manipulate at the expense of 
the employees ? 

Secretary Mircneii. Well, of course, this legislation which we 
propose would show up such manipulation by calling for public dis- 
closure of those activities. I do not believe, Mr. Roosevelt, that in 
order to plug the loophole which you have indicated, if it is one, that the 
Federal Government should get into the business of supervising and 
auditing these funds. I believe that is for the States. 

Mr. Roosevert. Even though they do not do it? 

Secretary Mrrcneti. Well, I would hope that such legislation as 
this would highlight the problem and encourage them to do it. 

Mr. Roosevett. However, you would not bar the door to saying 
that a State that did not do it after a reasonable period of time would 
probably subject itself to the scrutiny, let us say, of this committee for 
the necessity of passing some kind of regulation for the people that 
worked in that State? 

Secretary Mircuety. I am not sure, Mr. Roosevelt, that the Con- 
gress would want to get into that. 

Mr. Wier. Mr. Roosevelt, would you yield ? 

Mr. Roosrvett. I would be happy to yield. 

Mr. Wier. I think I reported here not long ago that in my State 
of Minnesota early in the session the Governor wanted this legislation. 
His first contact was with the State Federation of Labor that put its 
approval on a proposed bill. Support came from throughout the 
State so that labor in the main was for such legislation as we are now 
discussing, 

The bill came before the House of 131 members in early April. The 
bill passed the House by a tremendous majority. However, it ran 
into trouble over in the Senate because the employers finally woke 
up to the fact that this was an allover bill, covered all so-called trust 
funds and all benefit funds. This brought about opposition by the 
Minnesota State Employers Association. In addition to that the bill 
ran into trouble when the insurance division was called in to testify 
as to the participation of the State Insurance Division over the cost 
of the auditing of these several thousand funds in the State which 
meant, of course, what has been reported here this morning, additional 


help. 
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It was finally agreed that the unions, whose books were audited, 
would pay the usual cost of auditing as insurance companies do. 
On those two points alone the Senate defeated the bill or laid it on 
the table. 

Employers’ opposition to coverage of their own benefit funds and 
cost of insurance were the two points that defeated it in the legislature, 
It was an overall bill covering all benefit funds in which employees 
and management participated. Even though the employee may have 
provided the funds, and made a pretty substantial appropriation for 
the auditing and reporting of these a that report made by the 
insurance company had to be made not only to the Governor’s office 
but likewise to each union audited. 

We would have had a bill if it had not been for those two factors. 

Mr. Roosrvett. I am very happy, Mr. Secretary, that there is in- 
cluded in here all funds. I think that that has added a good deal 
of strength to the bill. I want to express my appreciation to you, 
too, sir. 

Thank you, Mr. Chairman, 

I yield. 

Chairman Barpen. Mr. Nicholson. 

Mr. Nicuotson. I would like to know why we are interested in 
the proposition anyway. It is a matter between employer and em- 

loyee and there is no reason so far as I can see why we should inter- 

ere with a contract between two people. I would like to know why 
we have to have this kind of legislation. 

Secretary Mrrcnetu. Mr. Nicholson, it seems to me that here you 
have a matter which requires the public interest. You have an ap- 
proximately 75 million persons who are the beneficiaries of pension 
and welfare funds. You have evidence that some of these funds are 
not being soundly administered, indeed, that some of these funds are 
being used for the personal benefit of certain individuals and, if the 
interests of 75 million people, the workingmen and their families of 
this country, are not a matter of public concern, I do not know what 
should be a matter of public concern. 

In addition, this does not, as I said in my statement, impinge or 
get into the area of labor-management relations. It does not interfere 
with collective bargaining and it seems to me that it is a proper field 
for the Congress to legislate in. 

Mr. Nicuotson. Well, this is a matter between 2 people on 1 side 
and the other side on which the general public does not have to con- 
tribute. There is no law that stops the trustees of these funds from 
investing their money in this, that, and the other thing, is there? 

Seecretary Mrrcne.t. No, sir, not this provision. 

Mr. Nicnotson. There is plenty of law in other laws if someone 
misuses another man’s money that he can be convicted in court on 
whatever charge is brought, regardless of whether you have a law 
like this or not. 

Secretary Mircueit. One might say, Mr. Nicholson, that if you 
were to adopt your philosophy there is no need, for example, for legis- 
lation requiring the corporations to make public or register their 
financial affairs. I think that this is a matter of public interest and 
I am sorry you do not agree. 

Mr. Ruopes. Mr. Chairman. 
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Chairman BArpen. Did I skip you? 

Mr. Ruopes. Yes, sir. 

Mr. Warnwricut. I would like to question also. 

Mr. THompson. Are we going back and forth, Mr. Chairman ? 

Chairman Barpen. Excuse me for a moment and we will call on 
Mr. Thompson. I thought Mr. Frelinghuysen had the floor. 

Mr. Warnwricur. Mr. Frelinghuysen has left the room. 

Chairman Barven. Excuse me. 

Mr. Tuompson. Mr. Secretary, I am grateful to you for coming 
here today and I was interested in your statement. I note with con- 
siderable interest the, shall I say, the metamorphosis in thinking since 
the 84th Congress. Mr. Frelinghuysen had an earlier bill, H. R. 2347, 
which has been amended considerably by his H. R. 7802. 

On January 3, I introduced H. R. 487, identical to the Douglas bill. 
That has been introduced subsequently by the lady from Oregon, 
Mrs. Green, H. R. 4653, and by the gentleman from South Dakota, 
Mr. McGovern, H. R. 8002. 

I noticed with considerable interest, in your testimony on the Senate 
side, that you said that many of your approximately 10 amendments 
to the earlier thinking had been drawn from the work of Senator 
Douglas on that side. I commend you for that. ° 

I wanted to know, specifically, Mr. Secretary, whether you have any 
objection specifically to the Advisory Council setup in the bill intro- 
duced by Senator Douglas and by myself and my colleagues in this 
committee ? 

Secretary Mircueity. I think I answered Mr. Roosevelt to that 
extent. 

Mr. THomrson. Well, you said, Mr. Secretary, that you thought an 
advisory council or commission would be good, provided they advised 
and did not intrude on the regularly constituted powers of your Office, 
and I agree with you. I would ask then, do you consider that, as the 
Advisory Committee in my bill is set up, it would intrude on your 
powers ? 

Secretary Mrrcne.tu. I am sorry, Mr. Thompson. I am not ac- 
quainted to that detail with your bill. 

Mr. THompson. My bill is identical with the Douglas bill, except 
that the Douglas bill would report to the Securities and Exchange 
Commission and my bill calls for reporting to you. 

Secretary Mircuety. I say, again, that I am not familiar with that 
specific provision of your bill or the Douglas bill. 

Mr. 'THompson. I would like to impose on your time long enough to 
discuss it, because I think it is important. 

My bill establishes an advisory council which shall consist of 13 
members: 1 from the insurance industry, 1 from the banking industry, 
2 representatives of management, 3 representatives of labor, all ap- 
pointed by the agency on recommendations from organizations of their 
respective groups, 3 representatives of the general public appointed 
by the President, and the Secretary of Health, Education, and Wel- 
fare, Chairman of the Securities and Exchange Commission, and the 
Commissioner of Internal Revenue, who shall serve as ex officio mem- 
bers. It says: 

It shall be the duty of the Council to advise the Secretary with respect to the 


carrying out of his functions under this Act and to make such reports and recom- 
mendations to the Secretary as it deems necessary in the public interest. The 
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Council shall meet at least twice each year and at such other times as it deems 
necessary or the Secretary requests. 

The Advisory Council may call upon the Secretary for secretarial, clerical, and 
other such services as are deemed necessary to the conduct of its business. 


That is the housekeeping aspect of it. 


It may call upon other agencies of the Government for statistical data, 
reports, and other information which will assist it in the performance of its 
duties. 

Then it sets forth the $50 per diem. 

Secretary Mircuety. I would have no objection, Mr. Thompson, as 
I said to Mr. Roosevelt, to an advisory committee that was advisory. 
As to the specific makeup of the committee in your bill, I would like 
the opportunity of studying it and considering it before I pass final 
judgment or make any final recommendation. 

Mr. Tuompson. Have you had an opportunity to study the Advisory 
Council setup in Senator Douglas’ bill ¢ 

Secretary MircHety. No, sir. 

Mr. THompson. You have not. I note that, in the press, the Na- 
tional Association of Manufacturers and other organizations are ob- 
jecting rather violently to reporting of unilateral funds set up and 
administered by management, and I take it, from your legislation, 
that you disagree with that stand. 

Secretary Mrrcweu. That is right. 

Mr. THomeson. And you would also exclude the exemption sug- 
gested by Senator Allott, I believe, to exclude level-of-benefits pro- 
grams from disclosure; is that so? 

Secretary MircHetiL. Our proposal covers all plans. 

Mr. THompson. I see relatively little difference in the proposal 
which has been developed and introduced by Mr. Frelinghuysen and 
those introduced by myself and my colleagues on this side. I am 
disturbed somewhat by the thoughts brought out by Mr. Teller with 
respect to the crime of embezzlement. Obviously, if it is a unilateral 
fund operated by management and the person responsible for the 
administration of that fund gets, for instance, a large kickback in 
the form of rebates for placing insurance, that can hardly be em- 
bezzlement, since that is his own money. 

Secretary Mircuety. I think I answered Mr. Teller, saying that 
this was part of the plan. I would not consider it to be embezzlement. 

Mr. Ruopes. Iamsorry. I did not hear that. 

Secretary Mircuetu. This is part of the plan. The question, Mr. 
Rhodes, as I understand it, was: assume that there is a unilateral 
management-fund plan and, under the terms of the plan, the most 
typical one being group life insurance, the management is entitled to 
a dividend—I would not call it a kickback—a dividend based on expe- 
rience of the plan. I certainly do not deem that to be embezzlement 
if the management takes that money. 

Mr. TELLER. 7 Mr. Thompson yield ? 

Mr. THompson. I yield. 

Mr. Texter. It goes beyond that, Mr. Secretary. What concerns us 
is that, as I understand the philosophy of this bill and your own point 
of view, the Federal Government ought to know the facts, and this 
is a disclosure, not a regulation, and we throw in a criminal provision. 
It is somewhere in left field without definition and/or limitation. 
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I have the highest regard for your point of view and admire your 
method of presenting it to us, but we throw in this provision for 
embezzlement and it may very well lack germaneness to the entire 

rogram unless we are prepared to go into a program for regulation, 
which, apparently, Mr. Secretary, you are not prepared to do at this 
time. 

Secretary Mircnety. No,sir. May I tell you, Mr. Teller, our think- 
ing which brought this about? Without getting into the legal tech- 
nicalities of the language in the bill, and I think Mr. Holt dwelt on 
this a bit, let us assume that a fund or plan registers with the Depart- 
ment of Labor and, upon public disclosure, a beneficiary or a group of 
beneficiaries of that plan make a complaint that the information 
furnished is false, that there may be defalcation, embezzlement in this 
picture. This title II was put in there to enable the Department of 
Justice to pursue that complaint and to prosecute, if necessary. That 
is the basic reasoning in here. 

Mr. TELLER. Suppose an employer having a unilateral plan has an 
employee who engages in some kickback relationship with an insurance 
company in placing the insurance for his employer. It does not affect 
the character of the benefits. It is a wrong ioe to the employer and, 
if there is any criminal prosecution, it should take the ordinary 
course of events. Here we are creating a new Federal statute not 
germane to the purpose of this bill. In other words, I can see 
criminal prosecution for false statements to the Government, but I 
wonder whether there should be included in a bill of this category 
wrongs done to an employer in a situation where the employees do not 
suffer and the manifold situations in which the crime of embezzle- 
ment enters in which, after all, at common law and under most 
statutes is taking money from a trust fund, which is a crime under 
most State laws. 

Secretary Mircnet,, We think it should. 

Mr. Teter. You think it should ? 

Secretary Mircneru. Yes. 

Mr. THompson. On that point, Mr. Teller, I think that it should, 
too, but I think that, if we are going to include it in a bill of this 
character we have to define it, I am afraid, a little better than is done 
in either my bill or the bill of my colleague from New Jersey, Mr. 
Frelinghuysen. If the fund is set up on the basis of a collective- 
bargaining agreement and if that agreement is reached on the basis 
of a quid pro quo in the bargaining where, for example, the union 
asks for 10 cents an hour increase and benefits including insurance and 
the employer says, “I can give you only 5 cents an hour,” and give you 
the benefits which you ask after a drawnout affair, then the employees 
obviously have an interest in any fund arrived at by that bargaining 
because they would have gotten more per hour without it. 

It is going to be difficult, I think, but my feeling is that it should be 
included but tightened up to overcome the obvious objections which 
you have raised. 

Mr. Teter. Well, to create a crime of embezzlement, in unspecified 
circumstances, I do not think is fair to people who are entitled to know 
— they can do or not do without being liable under the criminal 
aws. 

I believe, Mr. Secretary, that if you think that we ought to have 
an embezzlement provision in this statute, then we ought to go further 
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in order to protect individuals so that they will know what the char- 
acter of their obligation is. We ought to say that nothing can be done 
in regard to the operation of these funds except the following: For 
example, we might say that no investments shall be made unless it is 
of the kind authorized under laws existing in most States governing 
bank and trust companies. If the provision is allowed to stand, in 
my view, it might very well apply to even an exculpatory clause in a 
trust agreement. We simply do not know what this embezzlement 
provision means, and I think that you ought to couple it, in all logic, 
if you persist in it, with a system of regulations governing the kind 
of investments and rules governing w ithdrawals from the moneys set 
up under these plans. Without it, the word exists in a vacuum and 
might very well result in unfairness and in criminal prosecution in 
unanticipated situations. 

Secretary Mrrcnett. Mr. Chairman, since Mr. Teller, who is very 
well cakned de this, has raised this question, while I still believe that 
there should be this title IT in some form in here, I would like the 
privilege of submitting to the committee a brief which will explain 
and delineate what we see the functions of this title II to be, so that 
Mr. Teller will have an opportunity of examining it. 

Chairman Barpen. We would be glad to have it, Mr. Secretary, and 
will make it part of the record. 

(The brief 1 referred to appears on p. 85 of this hearing.) 

Mr. Txuompson. I think that that would be extremely helpful, be- 
cause I am constrained to agree with the Secretary that we need an 
embezzlement provision, and yet I am disturbed by the questions which 
Mr. Teller has raised. 

Mr. Warnweicut. Would you yield ? 

Mr. THompson. I yield. 

Mr. Warnwaicut. I would like to ask you, Mr. Secretary, if you 
would tell us a little bit of background of why this embezzlement pro- 
vision was put in here, because certainly Mr. Teller cannot object to a 
union or management person being imprisoned for embezzling another 
person’s funds. If these are inadequate safeguards, Mr. Thompson 
and Mr. Teller are right, and we ought to have them. Maybe if you 
give us the background as to why this has been brought up, it will 
help us in arriving at that determination. 

Secretary Mircneni. I would like to give you the background in a 
brief, but I will go into it briefly here. It was felt that this title IT 
was necessary in ‘order to give the Federal Government the right to 
prosecute when a complaint is made and there is evidence of fraud, 
embezzlement, or defalcation in these funds. Now, the reason I reserve 
a full statement on this is that this is in here at the request of the 
Department of Justice, and I would like to consult with the Depart- 
ment of Justice and present a brief to the committee based on that 
consultation. 

Mr. THomrson. Mr. Wainwright, the question which you raised is 
certainly a valid one. This definition in both Mr. Frelinghuysen’s 
legislation and in mine does not say a person who embezzles, steals, 
or unlawfully extracts or converts to his own use the funds of someone 
élse. It just says any of the moneys used. 

Mr. Warnwrieut. Mr. Mitchell just said that this specific request, 
to use slang, is not his baby. This was put in at the request of the 
Attorney General. I would suggest to the chairman that if that is 
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so, and certainly today this has raised more controversy than any- 
thing else, that the Attorney General or Mr. Rogers or whoever is 
the author of this provision be invited here to discuss it with the 
committee. Hee 

Chairman Barpven. Let me say that I think we are approaching it 

logically. I think the Secretary will certainly confer with the De- 
artment of Justice on the brief. If the committee desires further 
information on it we can get it. 

Mr. Rhodes. 

Mr. Ruopes. Is the gentleman yielding? 

Mr. THompson. I am finished, sir. 

Mr. Ruopes. Mr. Chairman, I throw this out as a thought. I can 

why the Department of Justice and the Department of Labor 
would be concerned about the possibility of embezzlement. I imagine 
that the concern arises and probably the reason for solving it in this 
way arises due to some doubt as to the jurisdiction of the States in 
this particular field arising from two things. One is the preemption 
doctrine and the second one is the inherent characteristics of a lot of 
these funds which may be domiciled in one State and be doing business 
in many other States. I would like to suggest, however, that the 
States have a large body of laws dealing with embezzlement. Em- 
bezzlement is not a common-law crime. It is a statutory crime. It 
has grown up in the States, however, in a fairly uniform sort of way. 
There is not too large a body of Federal law on embezziement. I 
wonder if it would not be wiser, rather than to approach this question 
by including it in a Federal law, to consider the possibility of ceding 
this particular point to the States and if it is possible for Congress 
to confer jurisdiction on a State, and I am not sure that it is unless 
we work it through the preemption doctrine, to let the States take 
cognizance of these crimes of embezzlement and let us stay out of it. 

That would be my ideal solution for this thing if we could possibly 
do it. The precedent may well lie in the field of insurance law. An 
insurance company doing business in 30 States can be examined by the 
commissioners of 30 States. I do not advocate that because it might 
be very expensive for a pension plan to be examined by that many 
States. However, the insurance departments do sort of get together 
and instead of having 30 States examine a company usually there 
will be 1 person representing 4 or 5 States who might go in and examine 
the company on their behalf. 

I merely put these out as suggestions. I realize, Mr. Secretary, 
that you will be giving us a brief on this particular matter and I 
am perfectly content to let it rest, but I do hope that this possibility 
will be taken into consideration when you prepare your brief. 

(Brief referred to was subsequently furnished ak follows: ) 

UNITED STATES DEPARTMENT OF LABOR 
OFFICE OF THE SECRETARY, 
Washington, August 19, 1957. 
Hon. GRAHAM A. BARDEN, 


Chairman, Committee on Education and Labor, 
House of Representatives, Washington, D.C. 


DeaR CONGRESSMAN Barpen: In accordance with the committee’s request 
during my testimony of June 26 and 27 concerning the administration’s pro- 
posals for welfare and pension plan legislation, I am attaching an explanatory 
Statement as to the meaning and desirability of the embezzlement provisions 
of the proposals. As I pointed out during the course of my testimony, these 
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embezzlement provisions were included at the request of the Department of 
Justice, which has, therefore, prepared the attached statement at my request. 
In transmitting the statement to us Mr. William P. Rogers, Acting Attorney 
General, has again stated that in view of the deficiency of existing law with 
respect to the protection of welfare and pension plans there is imperative need 
for these embezzlement provisions. 

I believe you will find that the explanatory statement meets the questions 
raised on this issue during the course of my testimony. If we can be of any 
further assistance to the committee do not hesitate to call upon us. 

Sincerely yours, 
JAMES P. MITCHELL, 
Secretary of Labor. 


EXPLANATORY STATEMENT TO THE COMMITTEE ON EDUCATION AND LABOR, HOUSE 
OF REPRESENTATIVES ON TITLE II or H. R. 7802 anno H. R. 7960, EMBEZZLEMENT 
PROVISIONS OF WELFARE AND PENSION PLANS BILLS 


The hearings held before committees of both the House and the Senate for 
the last Congress on the administration of pension and welfare plans for em- 
ployees disclosed a number of instances of gross mismanagement and wilful 
misapplication of funds intended to provide benefits for employees and more 
particularly in pension and welfare funds established by collective-bargaining 
agreements under section 302 (c) (5) of the Labor Management Relations Act. 

On July 29, 1955, Mr. Rex A. Collings, Jr., of the Department of Justice, ap- 
peared before the Senate Subcommittee on Welfare and Pension Funds, at its 
request, and explained the position of the Department with respect to its re- 
sponsibilities in the field of welfare and pension funds and particularly on the 
question whether existing legislation was adequate to conserve welfare and 
pension funds for the exclusive benefit of the employees for whom they were 
established. Mr. Collings’ statement will be found at page 902, part 3, hearings 
before the Senate Subcommittee on Welfare and Pension Funds. As you will 
see, the gist of Mr. Collings’ statement is that while section 302 of the Labor 
Management Relations Act permits the establishment and maintenance of pen- 
sion and welfare funds for employees upon the conditions set forth in subsec- 
tion (c) (5) it provides no penalty for their maladministration and no other 
Federal statute specitically makes it a Federal offense for the managers of the 
fund to misapply, embezzle, or convert the money or property belonging to the 
fund. 

In the final report of the Senate Subcommittee on Welfare and Pension Funds 
(84th Cong., Rept. No. 1784) it is said (p. 76): 

“It is believed essential to prescribe penalties not only for the failure to 
properly report and disclose pertinent facts required by law and the rules and 
regulations of the agency administering such a disclosure act but to prescribe 
Severe penalties for dishonesty. Accordingly, it is recommended that the fol- 
lowing penalties be prescribed. 

* * * » “ ~ * 


“(c) Any person who steals, unlawfully and willfully abstracts or converts 
to his own use or the use of another, or embezzles any of the funds, securities, 
premiums, credits, property, or assets of any plan or fund should upon convic- 
tion thereof be fined not more than $10,000 or imprisoned not more than 5 years, 
or both.” 

This proposal has been incorporated in the same words in H. R. 487, 
H. R. 7607, H. R. 6513, H. R. 8004, and S. 1122. 

In August 1956 Mr. Warren Olney III, Assistant Attorney General, Criminal 
Division, Department of Justice, in a letter to the Solicitor of the Department of 
Labor suggested that the Labor Department should include in its legislative pro- 
posals on the registration and reporting of pension and welfare funds an amend- 
ment to the Criminal Code which would make the embezzlement or conversion of 
such funds by those entrusted with their management a Federal offense. 

The section on embezzlement proposed by the Department of Labor, which 
now appears in S. 2175 and H. R. 7802, is as follows: 

“Whoever, being engaged directly or indirectly in or connected in any capacity 
with the administration, management, or control of any welfare or benefit plan 
required to register and make annual or other reports under the Welfare and 
Benefit Plans Registration Act of 1957, (a) embezzles, steals, or unlawfully 
takes or converts to his own use, or the use of another, any moneys, credits, 
funds, securities, property or other assets or things of value of such welfare 


ent of 
aquest. 
torney 
vy with 
e need 


»stions 
of any 


ubor. 


HOUSE 
EMENT 


ite for 
or em- 
wilful 
l more 
raining 
1S Act. 
ce, ap- 
at its 
its re- 
on the 
re and 
y were 
‘arings 
yu will 
Labor 
of pen- 
subsec- 
» other 
of the 
to the 


Funds 


lure to 
es and 
escribe 
he fol- 


t 


nverts 
urities, 
convic- 
| years, 


t. 487, 


‘iminal 
nent of 
ve pro- 
amend- 
sion of 
a, 
which 


pacity 
it plan 
re and 
wfully 
-redits, 
velfare 


WELFARE AND PENSION FUND LEGISLATION 87 


or benefit plan, or pledged to or otherwise made part thereof * * * shall be 
fined not more than $5,000 or imprisoned not more than five years or both.” 

As we read these provisions the only substantial difference in them is that 
the first quoted applies to “anyone” while the administration’s bill would limit 
its application only to those connected with the management of the fund. It 
might be added that the proposed provision was drawn on the similarity of the 
offense to those punished by title 18, United States Code, sections 656, 657, 658, 
and other sections in chapter 31 of title 18 to which this section was to be an 
amendment. 

There should be no objection to the embezzlement provision on the ground 
that it is not germane to the bill. It is quite true that the bill contains no 
detailed provisions regulating the management of these funds, but relates solely 
to disclosure of their Operations. But the same is true of the other bills cited 
above which contain a similar provision. While perhaps not strictly germane 
to a disclosure of the operation of these funds it is very definitely germane to 
their protection and to the protection of the benefits to the employees which 
they are intended to furnish. Consequently, it is as pertinent and germane to 
the “protection of the beneficiaries,’ which is stated to be the purpose of the 
other bills cited, as any of the provisions for disclosure. 

From the comments of several members of the committee it appears that 
they consider the embezzlement provision to be vague and indefinite. Also, it 
was said that the provision “exists in a vacuum,” and that the statute should 
spell out, for example, how the money in the plan should be invested and how 
it should be expended or withdrawn. Without these particulars, the comment 
indicates, one concerned with the management of the fund is not fully informed 
of his liabilities. 

To begin with, it must be conceded that the words “embezzles, steals, unlaw- 
fully takes or converts to his Own use Or the use of another” have a definite 
meaning in law, as can be seen from the cases cited in the notes to the sections 
on embezzlement in title 18, United States Code Annotated. In any form of 
welfare plan where an employee makes his contribution to the plan by paying 
money for it to another person, whether in trust or otherwise, the person who 
receives it has custody of it for a particular purpose, and if he unlawfully takes 
any of it for his own use he embezzles it. The only difference between larceny 
and embezzlement is the manner in which the person taking obtained possession. 

There is a suggestion in the comment of some committee members that there 
will be difficulty in applying the section in a unilateral plan managed by the 
employer. We fail to see why such would be the case. Mr. Teller offered as 
an example a case where an employer with a unilateral plan has an employee 
who, unknown to the employer, arranged with the insurance company when he 
placed the insurance to be paid a “kickback.” In such a case the employee may 
be cheating his employer but he would not be unlawfully taking money from 
the welfare plan which was to furnish certain benefits to the employer’s em- 
ployees. In such a case, as Mr. Teller says, the wrong is to the employer not 
to the beneficiaries of the plan. If the employee in such a case received from 
his employer the money to pay the premium to the insurance company and con- 
verted it to his own use, he would be taking money from a welfare plan and 
be punishable under this section. 

The committee must be aware of the multiplicity of the forms and types of 
employee welfare and pension plans that are presently in operation. We can- 
not illustrate the applicability of the embezzlement provision to every type of 
plan, but we have no reason to believe that its application to any type of plan 
presents any serious difficulties. Basically, the section was drafted by the De- 
partment of Justice with that type of plan in mind which we know from ex- 
perience has been the subject of unscrupulous looting, namely, plans established 
and operated under section 302 (c) (5) of the Labor Management Relations Act. 
While the section was intended particularly to meet conditions which we know 
exist, we see no reason for any apprehension that the protection of beneficiaries 
under such plans by a provision of this kind would cause the operators of other 
types of welfare plans any uncertainty concerning their liabilities, under the 
proposed section, for any actions taken by them in good faith in the manage- 
ment of their plans. 

It must not be forgotten that the section creates a criminal offense which re- 
quires a criminal intent. To commit the offense defined in this section there 
must be a fraudulent intent. Consequently, the mere imprudent, improvident, or 
negligent management of the plan, absent the fraudulent intent, raises no criminal 
liability under the proposed provision, nor does the provision enlarge the civil 
liabilities for breach of trust. 
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The limitation of the application of this embezzlement provision only to persons 
engaged or connected with the administration, management, or control of a 
welfare or benefit plan should eliminate any uncertainty as to who might incur 
criminal liability under the section. Furthermore, the words “administration, 
management or control of any welfare or benefit plan’, connote a plan, fund, 
or program established to provide certain benefits which is in actual opera- 
tion, and should dispel any latent ambiguity in the definition of the term “wel- 
fare or benefit plan” in section 103 of the bill suggested by the Department of 
Labor when the term is used in the section on embezzlement. 


Mr. Wier. Would you yield? 

Mr. Ruopes. Yes. 

Mr. Wier. In the State of Minnesota they checked on that and found 
that all local benefit funds were local funds, that none of them was 
involved in Wisconsin or any other boundary State. All were local. 

Mr. Ruopes. If that would be the situation you would have no 
jurisdictional problem but I suspect that there are other funds on 
which you would certainly have the jurisdictional problem raised in 
the event of prosecution for embezzlement. That is all, Mr. Chairman. 

Chairman Barpen. Mr. McGovern. 

Mr. McGovern. Mr. Secretary, I just want to express my own plea- 
sure with your statement here this morning. Most of the questions 
that had occurred to me have already been raised. I do want to say 
just for the record that one thing about the statement and about 
H. R. 7802 that disturbs me is the absence of an advisory council. I 
certainly go along with your view that this matter is of tremendous 
importance. Certainly anything that affects the welfare of 75 miilion 
people, and I suppose indirectly all the rest of us, is a matter of grave 
importance. 

I am not quite clear in my own mind as to why you would have reser- 
vations about the creation of an advisory council to assist the Depart- 
ment and the Secretary in carrying out a good program of the kind 
that you suggested here today. 

Secretary Mircuetit. Mr. McGovern, I want to make it clear that 
I believe I stated I did not have any reservations about an advisory 
council. I had not had the time to study and consider the makeup of 
the advisory council which Mr. Thompson mentioned. 

Mr. McGovern. It is not the principle itself ¢ 

Secretary Mircuexy. It is not the principle itself, as I said to Mr. 
Roosevelt, and I believe I said to Mr. Thompson, and I will say again 
to you. 

Mr. McGovern. Mr. Secretary, will you give us some further ex- 
planation of your view on that question after you have had an op- 
portunity to study the makeup of the advisory council as proposed in 
some of the other bills that have been introduced? 

Secretary Mrrcwexv. I will be happy to do that. 

Mr. McGovern. Thank you. 

That is all, Mr. Chairman. 

Chairman Barpen. Mr. Wainwright. 

Mr. Warnwaicut. Mr. Secretary, I think it is a very forthright and 
very fine statement . I just wonder why it comes at this time. Have 
you recommended legislation similar to this to the Congress before ? 

Secretary Mircneiy. Well, the history, Mr. Wainwright, is this: 
In January of 1954 President Eisenhower suggested to the Congress 
that this was an area that required study in order to protect the 
equity of the beneficiaries of these funds and in the 84th Congress 
we recommended legislation along these lines. 
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Mr. Warnwericut. You mean you actually submitted a bill similar 
to the Frelinghuysen bill to this committee ? 

Secretary Mevbeniea. Congressman McConnell submitted a bill in 
the 84th Congress and, of course, legislation, as you know has been 
submitted to this Congress, so that, as far as the administration is 
concerned, this matter has been our concern for 3 years, since 1954. 

Mr. Warnwricut. Thank you, Mr. Secretary. 

Mr. Hoxianp. Mr. Chairman. 

Chairman Barpen. Mr. Secretary, in order to get the record clear, 
I cannot understand the question. 

Mr. Wainwricut. I wondered whether this was new legislation. 

Chairman Barpen. Both the Republicans and Democrats have had 
a shot at it. 

Mr. Wainwricut. I remember that this is the first time we had a 
shot at it. 

Chairman Barpen. If you were here when the Republicans were in 
control of the House you certainly had a shot at it. 

Mr. Warnwricnut. I was, but I do not remember it being discussed 
and I do not know whether the other members do. 

Mr. Hotitann. Mr. Chairman. 

Chairman Barven. Have you finished, Mr. Wainwright? 

Mr. Watnwricut. Yes, sir. 

Chairman Barpen. Mr. Holland. 

Mr. Hotianp. Mr. Secretary, I listened with a great deal of atten- 
tion because I have been a member of the State Senate of Pennsylvania 
which has considered the same type of legislation in two sessions. I 
might also state that your party was in control of the senate in both 
those sessions and in the hearings which were had there was consider- 
able complaint from management because I understand about 90 per- 
cent of these funds are controlled by management alone. Am I correct 
in that? 

Secretary Mrrcne.yt. No one knows, Mr. Holland. As I said in my 
statement, the extent of these plans and the variety of plans is a matter 
of estimate, not real knowledge. It is true that a large percentage of 
these plans are either management-controlled, management-financed, in 
some cases employee contributions and management contributions and 
management control. There is such an infinite variety that I would 
hesitate to state an exact percentage as to what particular type a plan 
is. 

Mr. Hotianp. I am quoting from one of the hearings I attended 
where management said that 90 percent of the funds in Pennsylvania 
were administered by management only. 

Secretary Mircnet,. That may be true in Pennsylvania. 

Mr. Hotianp. About 2 percent were administered by labor and the 
other 8 percent were labor and management controlled. My reason 
for asking is due to my concern that the bill presented by the adminis- 
tration will get into considerable conflict with the States unless it is 
patterned, perhaps, after the bankers bill or the control of the insur- 
ance. The States are not going to give up a lot of their powers. 
Strange to say, up to date, the only exposé in this hearing has come 
out of a State which has a law controlling these funds. I might add, 
that we in western Pennsylvania have a very good bankers law, and 
yet in the past 2 years we have had 7 bankers go to jail. 
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I am wondering if we are not going a little too fast and letting 
hysteria get possession of us because management which has negotiate 
with the unions for these funds, are going ‘to be watched by the unions, 
I think where management and labor administer the funds together, 
they are going to be good watchdogs for each other. There is a very 
small percentage hit in these investigations where labor only has 
control of the funds. I believe we are going too fast in setting up a 
bill which is going to require legislation by the 48 States if it is going 
to be workable. That will take a number of years, at least 2 or 4 or 5, 
since practically all the legislatures are now adjourned for 2 more 
years. 

Secretary Mircueti. Obviously, Mr. Holland, I cannot agree with 
you because I think that this legislation is necessary now. 

Mr. Houianp. That is a difference of opinion. I think it is a dif- 
ference of opinion by management, too. 

Mr. FRELINGHUYSEN. Will the gentleman yield ? 

Mr. Hotianp. I will. 

Mr. Frevincuuysen. What is the alternative to Federal legisla- 
tion plus State legislation where that should be considered feasible by 
the States? If we take no action we are certainly not providing the 
kind of protection that there seems to be a general recognition is de- 

irable. We are certainly not preempting the States from acting by 
enacting legislation of this kind. In fact, one of the purposes of this 
legislation is to encourage quitable State acts. What would you 
suggest if we did not take action? 

Mr. Honianp. Where this actually occurred, it occurred in the 
State which has a law. 

Mr. FrevincHuysen. Where what has occurred ? 

Mr. Hotxanp. In the State of Washington. 

Mr. Frevincuouysen. If that is the case, it shows that the State 
regulations did not go far enough but in 46 States we have no 
regulation at all. 

Secretary Mircnett. May I, Mr. Chairman, point out to Mr. Hol- 
land that the Senate Subcommittee on Welfare and Pension Funds 
investigated a select sample of unilateral employer-administered plans, 
union-administered plans, and jointly administered and multiem- 
ployer plans. Iam addressing myself to the point that the only prob- 
lem you have found is in the State which has a regulation. The 
Senate subcommittee found a number of abuses to exist in these plans 
and among the abuses which were cited by the Senate committee were 
employer and union representative malfeasance and nonfeasance; 
employer failure to make contributions; favored treatment to certain 
employees; high insurance commissions; excessive service and admin- 
istrative fees; discriminatory treatment of policyholders; abdication 
by trustees of their responsibilities; charging the welfare funds for 
union expenses; collusion ; commingling of welfare contributions w ith 
union funds; and ignoring the necessity for periodic audits, 

Now, these abuses were found in all classes of plans and they were 
not limited to any one State or any one region. 

Mr. Warnwricut. Mr. Holland, would you yield? 

Mr. Houuanp. I will. 

Mr. Warnweicut. I do not think that a mere disclosure statute is 
hysteria or is an hysterical approach. Secondly, the Federal Govern- 
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ment has an interest which has not been mentioned here today. That 
is, that every one of these possibly 500,000, did you say, Mr. Secretary ? 

Secretary Mircueny. 250,000 to 500, 000. 

Mr. Wainwricut. Every one of these 250,000 to 500,000 plans is tax 
exempt. 

Mr. Hotianp. Do you think that you are going to be able to enforce 
a law with $2 million when you are going to have to audit 500,000 
accounts ? 

Mr. Warnwricut. These are not going to be audited, which was 
asked here and the Secretary has said they are not going to be audited. 

Mr. Houianp. What good is it for a fund to make a statement 
to the Secretary unless someone investigates the statements ¢ 

Mr. Wainwaiaur. I would like the Sec retary to answer that be- 
cause I think that is the foundation of his whole testimony. 

Secretary Mrrcueti. Mr. Holland, it seems to me that public opin- 
ion in this country is a very vital force and if public disclosure which 
we propose is made of the financial affairs of these funds and dis- 
closure also to the beneficiaries, the very thing which you are seeking 
which is supervision and audit by the States, will come about. With- 
out that I feel that the supervision and audit which the States should 
do will not come about. I have great confidence in the value of pub- 
lic disclosure and the force of public opinion. 

Mr. Howuanp. Being a politician, I agree with you that public 
opinion does change your mind a lot. 

Chairman Barpen. Mr. Secretary, I notice in some of your abuses 
that you mentioned that they are apparently in direct violation of 
section 302 of Public Law 101, which is the National Labor Rela- 
tions Act. 

Mr. Hoitzianp. That may be, sir. 

Chairman Barpen. When they commingled the funds and misused 
the funds and so forth, we already have now a statute that any person 
who willfully violates any of the provisions of this section shall upon 
conviction thereof be guilty of a misdemeanor and subject to a fine of 
not more than $10,000 and imprisonment for not more than 1 year or 
both. Have any convictions or actions been brought against anybody 
for those violations you mentioned ? 

Secretary Mircuetu. I believe, sir, that there have been. As to 
the details, I do not know. I might point out that the number of 
plans that are covered by section 302, that is the jointly administered 
plans, in terms of the total number of plans are relatively small. 

Chairman Barven. Yes, but going back to the effect of public 
opinion and public opinion having considerable force in this country, 
I think the imposition of a $10, 000 fine or 1 year in prison would have 
been a rather convincing exhibition that the public did not approve 
and in relating some of your violations there in commingling of the 
funds and fraudulent transactions and by the dealings between man- 
agement and the representatives of labor, they clearly in my opinion 
come under that section. 

Mr. Frelinghuysen. 

Mr, Frevincuvuysen. Mr. Chairman, as one of the sponsors of the 
administration’s recommendations, there is no one more pleased than 
I to have the Secretary make his statement here today and no one more 
hopeful that we are going to enact some legislation in this field. Since 
we have discussed whether or not the Republicans have had a shot at 
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this kind of legislation as well as the Democrats, I would just like to 
go back to the 83d Congress and mention that as long ago as December 
1953 a subcommittee of this committee, the chairman being then Mr. 
McConnell, recommended that a thorough study be undertaken at an 
early date aimed at appropriate legislation to preserve these funds 
for the use of their true beneficiaries who are the individual employees 
and their families. Then followed on January 11, 1954, the Presi- 
dent’s message reiterating the need for the survey, stating that stand- 
ards in existing law are not adequate to protect and conserve these 
funds and that a thorough study should be set up to protect and con- 
serve these funds. 

Immediately after that in February, the committee did authorize a 
9-man committee headed by Mr. McConnell to look into it and that 
committee said that it was such a big subject that they hoped the 
investigation would be continued in the 84th Congress. 

Therefore, I do think the Republican position is fairly clear that 
we did tackle the job, that it is a tremendous one, and it is hard to 
know even now how far and how extensively to go into the whole 
question. 

Chairman Barpen. Will the gentleman yield there? Of all the 
places on this earth that it is not proper or wise to inject politics, it 
would be in the settlement of this matter, but I would like to say to the 
gentleman that I was a member of this committee when Mr. McConnell 
started and Mr. McConnell was just as much in the fog as I was and 
juggled it just as long. 

Mr. FrevincuvuyseNn. I am not suggesting that we are not still in 
the fog. 

Chairman Barpen. He had plenty of time and money and talent 
with him and I have had the same thing, so there are no roses to be 
pinned on anybody. 

Mr. FrevinGHuyseN. We did have hearings. We did report. 

Chairman Barpen. You did report a recommendation for me to 
do it. 

Mr. Fretincuuysen. We reported specific abuses. Unfortunately 
we lost control of the Congress or we would have continued what we 
began in the 83d Congress. 

Chairman BarpvEen. Maybe there is some question about the fortune 
or misfortune. Regardless of that, there is no place for it here. We 
have a job to do and we had better get to it. 

Mr. FReELINGHUYSEN. I agree that we have a job to do and I would 
like to get back to the basic question of the nature of these funds. 
Mr. Wainwright has just said that all these funds are tax exempt. 
Is it your understanding that all the funds certainly that would be 
covered by this bill are tax exempt ? 

Secretary Mircue.i. That is my understanding; yes, sir. 

Mr. FRELINGHUYSEN. Specifically what is required of these funds in 
order to qualify for tax exemption? Do you know enough about 
what the Internal Revenue requires and how adequate that is to 
give a picture of the nature of the funds? Is that any kind of protec- 
tion in itself that these are being set up wisely or for the beneficiaries 

Secretary Mircuet.. I am not acquainted in detail except to this 
extent: That the United States Treasury Department in order to 
grant tax exemption requires from a fund, the managers of a fund 
or the trustees of a fund, certain information. The Treasury De- 


2 og 59 


eZ 


Ss 





2 to 
ber 
Mr. 
an 
nds 
ees 
eSl- 
nd- 
1eSe 
‘oOn- 


Ze a 
that 
the 


that 
l to 
hole 


the 
s, it 
» the 
nell 
and 


ll in 


lent 
o be 


e to 


itely 
t we 


tune 


We 


ould 
nds. 
mpt. 
d be 


ds in 
bout 
is to 
otec- 
ries / 
) this 
er to 
fund 
De- 


WELFARE AND PENSION FUND LEGISLATION 93 


partment makes it very clear that in granting tax exemption it is not 
guaranteeing the soundness of the plan, nor is it In any way ap- 
proving the administration of the plan. As to the details that it re- 
quires, I do not know. 

Mr. Fretincuvysen. Is there not a clear inference on the part of 
some of the funds that approval by the Treasury Department is in 
effect approval of the adequacy of their arrangement ? 

Secretary Mircuety. I have known instances where certain unions 
have said, “The Treasury Department of the United States Govern- 
ment has approved our plan and therefore it is a good plan.” 

That does not necessarily follow. 

Mr. Frevtinecuuysen. Mr. Secretary, I wonder again about the 
basic purpose of legislation of this kind. You quoted from Presi- 
dent Eisenhower’s message of January 1954, that legislation should 
protect and conserve these funds for the millions of working men and 
women who are the beneficiaries. The basic purpose of a disclosure 
statute of this kind then is protection and conservation of the equity 
in these funds that the individual worker has, is that right? 

Secretary Mircuety. That is right, sir. 

Mr. Frevtineuuysen. And it is your feeling that the mere fact of 
disclosure is going to result in certain beneficial effects. 

Secretary MircHety. Yes, sir. 

Mr. Fretrncuuysen. That they will prevent possible abuses. The 
fact that this is public knowledge as to the size of the funds and per- 
haps the amount of commissions will prevent any abuses which may 
be occurring ¢ 

Secretary Mrrcneiy. It will act as a preventive measure, certainly 
will instill caution in the minds of those people who might use the 
funds for their own purposes and hopefully say that it might spur 
the States on to legislation which would require the audit and super- 
vision of these funds. 

Mr. Frevtincuuysen. That gets me to my next question. That is, 
what is the relationship of the role of the Federal Government and 
the role of the State governments in this field? One of the results 
of giving the Federal Government the responsibility of bringing this 
material together would be to provide more factual information than 
we now have with respect to the size of the funds, the nature of the 
funds, something about how they are invested, what kind of commis- 
sions are paid and so on, is that right ? 

Secretary Mircueiy. That is right, sir. 

Mr. Frevtincuvuysen. On the basis of that raw material, so to speak, 
the collation of that material, the States might be made more aware of 
their own responsibilities to provide the auditing and supervisory 
functions which in your opinion the Federal Government should not 
carry out. 

Secretary Mircuetyi. That is correct. 

Mr. Frevincuvysen. One of the basic objections which I under- 
stand has been made to a broad statute such as you have supported 
here today is the fact that inclusion of all the funds, whether or not 
they are handled by the employer alone or jointly or by the union 
alone, is that you are going far beyond the areas where abuses have 
been discovered. Again you have already brought this out to a de- 
gree, but IT wonder if you would care to comment on why you sug- 
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gest that all funds should be included rather than those where we can 
pinpoint specifically problem areas. 

Secretary Mircnx.i. Well, as I said before, Mr. Frelinghuysen, no 
one knows specifically the extent of this problem. The estimate 
of the number of plans varies all the way from 250,000 to a half mil- 
lion. It seems to me that this bill would provide for initially the 
filing and registration and subsequent disclosure of all plans and it 
also provides that the Department of Labor will analyze these plans, 
classify them and subsequently submit to Congress a report with 
recommendations as to possible exemptions or exclusions based upon 
fact rather than guess. 

I think the prime objective of this is the protection of the equities 
of the beneficiaries and in fairness to the beneficiaries all plans ought 
to be included because I think it would be highly undesirable to at 
this point say, “This type of plan is exempt and this type of plan is 
covered,” if we really want to get at the problem which seems to be 
presented. 

Mr. Frevincuuysen. Thank you. 

I have no further questions, Mr. Chairman. 

Chairman Barpen. Mr. Secretary, at this point it is obvious that 
we cannot complete our work today. The House goes into session 
at 12 o’clock. We cannot sit while the House is in session exe ept 
in general debate. I understand that conference reports are coming 
up. I further understand that there is not much chance further this 
year to get unanimous consent to sit while the House is in session. 
Will it be possible to ask you to sit with us tomorrow morning ? 

Secretary Mrrcnety. I will have to cancel some appointments but 
I will be happy to do that and will be back with you in the morning. 

Chairman Barpen. May I urge the committee to see if we cannot 
meet at 9:30 in the morning. We started at 10 this morning and if 
we can meet at 9:30 promptly in the morning it would be helpful. 
As a matter of fact, 1 think the committee will meet at 9:30 unless 
someone objects. I hope that everyone will be here. I think we 
will settle a lot of questions. 

Thank you very much, Mr. Secretary. We will see you tomorrow 
morning. 

Secretary Mrrcnety. Thank you, Mr. Chairman. 

(Whereupon, at 11: 55, the committee recessed to reconvene at 9: 30 
a. m., on Thursday, June 27, 1957.) 
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THURSDAY, JUNE 27, 1957 


House or RepresENTATIVES, 
ComMMITTEE ON Epucation AND Lapor, 
Washington, D. C. 

The committee met at 9:50 a. m., pursuant to notice, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman) 
presiding. 

——: Representatives Barden, Kelley, Perkins, Wier, Elliott, 
Metcalf, Green, Roosevelt, Holland, Teller, Kearns, Bosch, Holt, 
Rhodes, W ainwright, Frelinghuysen, Nicholson, Ayres and Griffin. 

Staff members “present : Fred G. Hussey chief clerk; John O. 
Graham, minority clerk; A. Regis Kelley, clerk; Robert E. McCord, 
clerk; Martin S. House, special counsel on welfare and pension legis- 
lation; Kennedy W. Ward, assistant general counsel, and Russell C. 
Derrickson, chief investigator. 

Chairman Barpen. The committee will come to order. 


STATEMENT OF HON. JAMES P. MITCHELL, SECRETARY OF 
LABOR—Resumed 


Chairman Barpen. I believe the gentleman from Massachusetts is 
the next to question. 

Mr. Nicnotson. I have no questions. 

Chairman Barpren. Mr. Ayres. 

Mr. Ayres. Mr. Secretary, I enjoyed your comments yesterday, and 
T would like to know just how detailed the reports are from the unions 
when they file their financial reports with you. 

Do they break down the report to the extent that you can tell, for 
instance, how much is in their strike fund ? 

Secretary Mircuent. You are referring, Mr. Ayres, not to the bill 
under consideration ? 

Mr. Ayres. That is right, but to the information that they file with 
you now. 

Secretary Mrrcnett. No; it is not broken down to indicate how 
much money may be in the strike fund. It is total assets. 

Mr. Ayres. Then it would be possible, as has happened in our are 
that the men would go out on strike thinking they had X number o 
dollars in the fund and they would have no one to turn to to be assured 
that that money was in a strike fund, so far as you are concerned ? 

Secretary Mircuen. That is conceivable, yes. 

Mr. Ayres. They could not contact the Department of Labor and 
say, “Do we have X number of dollars reported in our strike fund”? 

Secretary Mircuet.. That is right. 
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_Mr. Ayres. It appears to me that in some instances, when the deci- 
sion to strike is made, that that is just about as important to the in- 
dividual worker to make certain he is going to be taken care of if he 
goes on a strike as it is to make certain that his pension funds are 
intact, and we have had not numerous cases but several instances 
where the X number of dollars that was supposed to be in the strike 
fund was not there when it came time to pay out the money to the 
strikers. 

Has any thought been given to the advisability of perhaps having 
them report how much money was available in these strike funds? 

Secretary Mircueti. Of course, Mr. Ayres, many unions do not 
carry funds as strike funds, as such, to my knowledge, and, while I 
certainly think we ought to look at it, Iam not sure that at this point 
it would be meaningful in terms of reporting. 

Mr. Ayres. That is all I have, Mr. Chairman. 

Chairman Barpen. Mr. Griffin. 

Mr. Grirrin. I have no questions, Mr. Chairman. 

Chairman Barpen. Mr. Elliott. 

Mr. Exxitorr. Mr. Secretary, I am sorry I did not get to hear very 
much of your statement yesterday, and it may be that some of the 
questions I ask you will be repetitious, but I would like to know for 
my own information approximately how many of these welfare and 
pension funds, one or both, separately or together, are there ? 

Secretary Mrrcuetu. The estimates, Mr. Elliott, range all the way 
from 250,000 to a half million. 

Mr. Exxiorr. From a quarter of a million to a half million separate 
and distinct funds? 

Secretary Mrrcueiy. Yes, sir. 

Mr. Exxiorr. I am sure, based upon my first question, that that fig- 
ure includes those that have been entered into as a result of bargaining, 
and it includes those funds that are administered by union officials 
or their designees, and it includes funds that are wholly administered 
by the companies that are concerned with the funds? 

Secretary Mircue.u. Yes, sir. 

Mr. Exiorr. There are at least those three types of funds involved 
in this matter? 

Secretary Mrrcuety. That is right. 

Mr. Extrorr. You have had complaints recently, and the country 
has had complaints, about the manner in which some of these funds 
have been used. I wonder, by way of the total number, to what extent 
have complaints been registered with your office? 

Secretary Mircuetn. Very few, Mr. Elliott. 

Mr. Ex.iorr. Have you, to date, had any complaints on funds that 
are wholly owned and administered by the companies ? 

Secretary Mrrcnetyi. Not to my knowledge. 

Mr. Ex.torr. Have you had any complaints on funds that are par- 
tially administered by the companies for whom the employees work 
and by the unions or by the people that the unions designate to admin- 
ister them? 

Secretary Mrrcue.u. We have had some complaints as to the details 
of the administration, but whether partially administered by unions 
or employers I am not in a position to say right now. I do not know. 

Mr. Exiitorr. However, based upon the complaints which you have 
had, you have reached the conclusion in your mind, I gather from 
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hastily looking at the testimony you gave yesterday, that there is need 
for the legislation which you recommend ? 

Secretary MircHe.y. Yes, sir. 

Mr. Extiorr. And you would make that legislation cover the whole 
range of these welfare and pension funds, whether set up and admin- 
istered unilaterally and as a result of collective bargaining, or by the 
employer on the one hand or by the union on the other? You would 
include for the purposes of this bill all the funds ? 

Secretary Mircueny. As I said yesterday, yes. 

Mr. Teter. Will the gentleman yield ? 

Mr. Exuiorr. Yes; I yield. 

Mr. Trxurr. Is it based upon complaints that you make this pro- 
posal, Mr. Secretary ? 

Secretary Mrrcue.u. No; it is not, Mr. Teller. 

Mr. Tre.ter. I am puzzled by that. Correct me if I am wrong, Mr. 
Secretary, but my impression is that the sole purpose of this pro- 
posed legislation is to permit the Department of Labor to gather 
certain information which may be useful to the public in regard to 
the operation of these welfare funds, how much they cost, how they 
work out in practice, and things like that, and that it has absolutely 
nothing to i with any complaints whatsoever but simply results 
from the proliferation of these various plans ? 

Secretary Mrrcuexy. That is right. 

Mr. Exxiorr. I had an idea that probably the legislation had been 
instituted or suggested as a result perhaps of complaints that you 
had had. 

Secretary Mircnety. No, Mr. Elliott. 

As I said yesterday, beginning back in 1954 when President Eisen- 
hower recommended to Congress that something be done to aes 
the equity of the individuals who are covered by these funds, here is 
a vast new area, a relatively new area of employer-employee relation- 
ship. As I said yesterday there are upward of $30 billion of assets in 
these funds across the board, and there are $7 billion a year being 
poured into these funds, and there are some 75 million people, workers 
and their families, covered in one form or another by these funds, so 
that it seemed that in the public interest it was necessary to see how 
these funds operated and to make public disclosure of their operation 
in the interests of the beneficiaries. 

Mr. Exxiorr. This is a matter to which you have been giving thought 
since 1954? 

Secretary MircHe.u. Yes, sir. 

Mr. Exxiorr. And you have been developing the program which 
eventuates in this suggestion for legislation ? 

Secretary Mircuen.. Yes, sir. 

As I said yesterday, in the last session of the last Congress, we intro- 
duced legislation. This legislation which we are talking about today 
is a further improvement of the original, and I hope that Congress 
will act favo ‘ably on it. 

Mr. Exxiorr. I will say to you that I have not read this bill that 
you recommend, but I had the impression that it went much further 
than providing a source, as the gentleman from New York suggests, 
of information to the public. 

Does the bill not go considerably further than that? 
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Mr. Tetier. No. It has a provision for embezzlement which some 
of us are at a loss to understand, but, outside of the provision for 
embezzlement and the penalty for providing false statements, it is 
a proposed disclosure statute, not regulation but disclosure. 

Secretary Mircue.t. I might say, Mr. Elliott, that the purpose of 
disclosure is the main purpose under the belief that the res yonsibility 
for audit and supervision of these funds is and should be a State 
responsibility. 

Mr. Exxiorr. The bill before us does not give your Department the 
right to audit ? 

Secretary Mrrcnet.. That is right, sir. 

Mr. Exxiorr. It does not ? 

Secretary Mrrcne uy. It does not. 

Mr. Exxiorr. And you say that, if it is the function of any ele- 
mental government, it is a function of the State government ? 

Secretary Mrrcuetu. I believe so. 

Mr. Exxiorr. Have any of the States acted in that field to audit 
such funds? 

Secretary Mircuetyi. As we said yesterday, Mr. Elliott, New York 
State has to some degree, the State of Washington to some degree, and 
I understand that the State of Connecticut has recently passed such 
legislation. Those are the three States. 

Mr. Exurorr. That is all, Mr. Chairman. 

Mr. Tevter. Mr. Chairman. 

Chairman Barpen. Yes. 

Mr. Texier. I wonder if I might ask a question? 

Chairman Barpen. Yes. 

Mr. Terirr. I ask this in the light of the restricted scope of this 
proposed legislation. 

The Department of Labor annually and periodically gathers to- 
gether information and publishes this information regarding the 
various details or aspects of collective bargaining. Do you know to 
what I am referring, Mr. Secretary ? 

Secretary Mircney. Yes. 

Mr. Tetter. I refer to things like holiday plans and vacation plans 
in the United States. These are put up in booklets and are dis- 
tributed throughout the country, and I imagine throughout the 
world. They are very valuable for those of us in the field. They 
are excellent, authoritarian. 

Secretary Mrrcnety. Authoritative, I might say 

Mr. Teter. They are very helpful. 

We sometimes carry forward from the floor some of our ideas on 
this question. 

Secretary Mircnery. I would not want it to be authoritarian. 

Mr. Teter. Of course not. They are very helpful. 

How do you gather the information for these little booklets ? 

Secretary Mritrcue.i. We gather them by canvassing employers and 
unions for copies of their collective- bargaining contracts. 

Mr. Tetier. Why could you not gather the same information in 
regard to welfare funds and pension funds, in light of the fact that 
this is nothing more, as you say, than a bill providing for a method 
for getting information? 

Why do we have to have this law with all of its expense and all 
of its procedure? Why could you not apply the same method of 
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investigation that you apply to the other aspects of collective 
bargaining ? 

Secretary Mircnett. Well, for a number of reasons, Mr. Teller: 
One, the number of health, ’ welfare, and pension plans that are a 
result of collective bargaining does not represent all of the plans 
that need to be disclosed, in my opinion. 

Two, we gather this information because of the good will that has 
been established with employers and unions who do this on a volun- 
tary basis. 

Even with all due respect to your comment on the worth of these 
reports, we are not at all sure that we will get all of the collective- 
bargaining agreements. I am sure that we “do not, but we get the 
most representative ones. 

I do not believe that this kind of a program could be launched on 
a voluntary basis, which is what you were saying. We have no au- 
thority to compel an employer or union to deposit with us its 
collective-bargaining contract. They do it voluntarily. 

Mr. Tretier. An employer makes an arrangement with some of his 
employees in a small or isolated situation to provide them with health 
and welfare benefits. He would then come under this law? 

Secretary Mircuen.. That is our intent. 

Mr. Tretier. It would cover everyone throughout the country ? 

Secretary Mircueny. That is our intent. 

Mr. Trevier. I am wondering, in light of the questions asked by 
Mr. Elliott regarding complaints, and your indication that you had 
not received many compl: uints, whether one of the most pressing prob- 
lems we have today in this country is the question of pensions. 

Here is the situ: ut ion, and I think you will agree with me, Mr. Secre- 
tary, in which money is set aside for the future. People stake their 
retirement benefits on it, and their whole life depends upon it, and 
we have nothing but a vague regulation by the Department of Inter- 
nal Revenue, and we lack the kind of regulation of trust fund situa- 
tions which seems to be required by a minimum program of legisla- 
tion. 

Do you go along with that point of view ? 

Secretary Mrrcnety. Well, I believe, Mr. Teller, that certainly the 
interests of the working people should be protected, and, if a man 
believes that he is entitled to a pension after so many years of service 
and at such and such an age, there should be assurance that that 
money is there which he expects to be there. However, I do not be- 
lieve that the Federal Government should undertake, as you are sug- 
gesting, I think, to determine the actuarial soundness of these plans. 

It seems to me that, if there is a problem in this field, it properly 
belongs with the States. 

The sole function of this legislation is to make public the existing 
situation so that the States, if necessary, can take remedial steps and 
so that the public and the beneficiaries would be informed as to the 
status of their plans. 

Mr. Teter. These plans are now subject to regulation by the In- 
ternal Revenue people, are they not, to the extent that the employer 
desires a deduction for the amount which he pays to the plan? Is 
that not so? 

Secretary Mircner.. As I understand it, they are not subject to reg- 
ulation in the sense of a determination as to whether the plan is sound. 
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The Treasury does not guarantee its soundness. The Treasury asks 
for certain specific information as to whether the plan, under their 
rules, is eligible for tax deduction. 

Mr. Tetier. Well, the sole purpose of the intervention of the In- 
ternal Revenue people is to make sure that the employer does not use 
it as a tax-evasion device. I agree with you on that, Mr. Secretary, 
but there is to that extent Federal regulation of any pension fund. 
To that extent there is Federal regulation of pension funds in this 
country today; is that not so? 

Secretary Mircuexyi. If you would call that regulation; yes. 

Mr. Tetier. Let me phrase it another way so that we can get to- 
gether on a point of view. 

There is to that extent Federal intervention in connection with 
these pension funds? 

Secretary Mircuet.. There is to that extent a request on the part 
of the Treasury for its own purposes of information to determine the 
tax-exemption eligibility. 

Mr. Tewxer. In addition to that, is there not Federal intervention 
under section 302 of the Taft- Hartley Act in connection with pension 
funds? Is there not actual regulation of pension funds, under sec- 
tion 302 of the Taft-Hartley Act, which provides that they must be 
set aside in a separate fund and ‘there must be employer and union 
trustees ? 

Secretary Mircuett. That is right. 

Mr. Teter. To that extent there is also Federal intervention in 
pension funds ? 

Secretary Mrrcnexyi. That is right. 

Mr. Tretier. Therefore, I wonder whether you want to reconsider 
your view that you think that pension funds lie outside of the Federal 
Government and should be given over wholly to the States? 

Secretary Mrrcneti. Mr. Teller, I have been talking here for 2 
days and I am afraid that I have not made myself clear. I have 
said that it is the purpose of this legislation to require reports from 
pension funds, health, and welfare funds, which would be deposited 
with the Secretary of Labor, and that the affairs of these funds would 
be publicly disclosed. To that extent there is, as you term it, Federal 
intervention. 

However, I do not believe that it would be the proper function of 
the Federal Government, and I do not believe that it would be admin- 
istratively practical for the Federal Government to do what I think 
you are talking about, and that is to examine in detail the assets, liabil- 
ities, and all of the other things in connection with funds, and to 
supervise and audit them. 

Is that what you are talking about ? 

Mr. Texter. Well, I am talking about protecting the retirement 
benefits and the future of people in connection with pension trusts 
where there has been a great deal of evidence that need for such pro- 
tection exists, and I am therefore wondering whether, Mr. Secretary, 
in presenting this disclosure law and carefully telling us that it pro- 
vides for no regulation but disclosure, and at the same time ignor ing 
the thing which to my mind should come first, that is the protection 
of the pension rights of millions of people in this country, you are 
nouadiinn along lines dealing with second things first. 


asks 


heir 


In- 
, use 
ary, 
und, 
this 


, to- 
W 1 th 


part 
, the 


tion 
sion 
sec- 
t be 


lion 


1 in 


ider 
eral 


yr 2 
lave 
rom 
ited 
yuld 


eral 


1 of 
nin- 
ink 
\bil- 
1 to 


ent 
usts 
pro- 
ary, 
ro- 
‘ing 
tion 

are 


WELFARE AND PENSION FUND LEGISLATION 101 


Secretary Mrrcneiy. No. On the contrary, Mr. Teller, I think we 
are dealing with first things first. We are saying, in effect, that 
because this whole area is a problem, we ought to get to know the prob- 
lem so that remedial action, if necessary, can be taken. 

It seems to me that, rather than ignoring the pension problem or 
the health and welfare problem, we are meeting it with this first step, 
and it has not been met yet. 

Mr. Fretinecuuysen. Mr. Chairman, will the gentleman yield 
briefly ? 

Mr. Tetier. Yes, sir. 

Mr. FrRELINGHUYSEN. It seems to me that this is a very interesting 
point which you are bringing out. It seems to me also that, since a 
disclosure stature such as this is a first step and since the knowledge 
that we may obtain may lead, as the Secretary points out, to remedial 
action, that what Mr. Teller is saying is that the remedial action might 
very well take place at the Federal level, that there will be a Federal 
responsibility which will be made more clear than it is today on the 
basis of the factual information which will be divulged as a result of 
this particular legislation. 

I would certainly think that we do not have to prejudge whether 
or not there will be a Federal responsibility and preclude ourselves 
from acting to regulate pension funds to provide, as the President 
suggests, adequate legislation for the protection and conservation of 
the average individual’s equity in these funds. 

I do not think that we have to define at this moment just what the 
State’s responsibility is, and prevent us from taking any action at 
our level that we may consider desirable. 

Is that not basically the point that you are bringing out, Mr. Teller: 
That this is a very small first step and perhaps putting second things 
first, but that, unless we get the factual basis, we do not know what 
the more important steps might be ? 

Mr. Teter. In part, that is my point, but I should like to clarify 
my point if I may, Mr. Frelinghuysen. 

The Federal Government expressed a policy in the Taft-Hartley 
Act in regard to pension funds. That policy was very specific, so 
specific that the Federal Government directed that pension funds 
should be set aside into a separate trust and could not be mingled with 
health and welfare funds. This policy expressed by the Federal 
Government in 1947 in section 302 of the Taft-Hartley Act was based 
upon the point of view that this was precious money, something quite 
apart from anything else, upon which a man staked his whole life, and 
that adequate protection would come from setting up joint admin- 
istration bet ween employers and unions over this separate trust fund. 

The experience of the past decade has taught us that that protec- 
tion which the Taft-Hartley Act sought to provide has not eventuated 
because of the fact that no rules were set for dealing with what the 
trustees could do with that money. For all that the Federal Govern- 
ment in its wisdom has provided, the parties could provide for an 
exculpatory clause by which the trustees would relieve themselves of 
all liabilities. 

There is no regulation by the Taft-Hartley Act or any other law 
as to the investments that these trustees could make in connection with 
this precious, set-aside trust fund for pensions, it seems to me. 

Mr. Warnwreicur. Would you yield? 
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Mr. Teter. In just a moment. 

Mr. Warnwrieur. At that point. 

Mr. Trier. It seems to me that the Federal Government which 
has intervened with pension funds, not only for the purposes of the 
Internal Revenue but for the larger purpose of providing protection 
in the set-aside situation, should, as a first step, provide the kind of 
protection which is so obviously and glaringly needed, based upon so 
much evidence and complaint, and that is to say provides protection 
in the case of pensions instead of spending many millions of dollars 
that might be necessary in connection with this fact- gathering in 
roaming yall over the country investigating all industry situations. 

It would seem to me that that ought to be given some consideration. 

Mr. Warnweicut. Mr. Teller, would you y yield at that point ? 

Mr. Tetier. Yes. 

Mr. Warinwrieut. My interpretation of the Secretary’s philosophy 
as expounded yesterday and today is that he does not feel that the 
Federal Government at this point, as Mr. Frelinghuysen brought out, 
should adopt a paternalistic attitude and inter fere with collective bar- 
gaining and with the decisions that are made, or with the operation of 
these funds; and that, by revelation, by a disclosure statute, that the 
interested parties, the people whose protection we both want, will 
take some action if the revelations disclose that something is wrong. 

Is that right, Mr. Mitchell ? 

Secretary Mrrcneiyi. That is right. 

Mr. Texter. Well, if Mr. Wainwright will yield for a moment, it 
seems to me that any law that comes into a person’s business and en- 
larges his contact with the Government is a kind of interference which 
has to be justified. 

This Frelinghuysen bill is simply not nothing; it is something, and 
it requires a great deal of work on the part of unions and employers. 
It involves the expenditures of millions of dollars by the Govern- 
ment, and it is a very important step which we are t: uking, and T am 
wondering whether we should not, innstead of this broad interference 
simply for the purpose of providing the Government with informa- 
tion, deal with the problems and complaints. 

Of course, you can take that philosophy and apply it to all areas 
and, instead of running unions, people would be busy filling out forms 
for the Government. 

I am wondering whether we ought not to deal with the problems 
and complaints instead of with the general theoretical overall ap- 
proach that would say : 

Let us go around the United States and compel everybody to furnish these 
forms to the United States Government and then we will know more about it. 

There are many things that I would like to know more about and 
about which many scholars would like to know more. They would 
like access to the United States Government to give them a bill that 
they could roam around the country and get information. 

Mr. Warnwricnt. Is it your suggestion that we set up rules for 
the funds, rather than ask information about the funds? 

Mr. Te.iter. My own view is that we ought to provide protection, 
particularly in connection with pension funds, so that this precious 
trust fund is protected against depredation and raiding and unauthor- 
ized use of money. 
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Mr. Frevincuuysen. No one will argue with that general princi- 
ple. The problem is specifically what steps do we take? What is 
protection ? 

You are saying that this is too broad an approach and not aimed at 
specific problems. Maybe we should let the Secretary testify as to 
what he feels about it. 

Mr. Texter. I have made specific suggestions as to what steps we 
ought to take on several occasions. I am going to press those sug- 
gestions because I believe that they are to ‘be preferred over a gen- 
eral roaming disclosure statute which, while they may be good, never- 
theless may very well delay the solution of pressing problems like the 
protec tion of trust funds in pension situations. 

Secretary Mircueti. You are aware, Mr. Teller, are you not, that 
the pension funds that are covered by section 302 of the Taft- Hart- 
ley Act do not represent the total pension funds in existence in this 
country by any means? 

Mr. TeLier. They represent perhaps a small minority. 

Secretary Mrrcnety. That is right. 

Mr. Trecter. They only represent those pension funds which are 
drawn from employer contributions to union funds. 

Secretary Mircue yi. Established after 1946. 

Mr. Tevier. Yes. 

Secretary Mircue.y. So that, if you are seeking to protect the equity 
of those working people in pension funds gener: rally, you are getting 
at, by your suggestion, only a small portion of that. 

Mr. Texter. Oh, no. Perh: ips there is a misunderstanding on that, 
Mr. Secretary. I simply cited the Taft-Hartley Act as an indication 
of the kind of Federal intervention which leads us into greater 
responsibilities. 

Secretary Mircuety. I see. I am sorry. I thought you were re- 
ferring only to Taft-Hartley. 

Chairman Barpen. I believe all the members have had an oppor- 
tunity to ask questions. I must be frank to state that some of the 
recent developments on the part of the Department toward the com- 
mittee and its chairman have caused me considerable concern. 

I think I should at this time insert in the record my letter to you 
of June 14, 1957. 

(The letter of June 14 is as follows :) 

Hon. JAMES P. MITCHELL, 
Secretary of Labor, Department of Labor, Washington, D. O. 


Dear Mr. SecreTARY: A few minutes ago an Associated Press representative 
called me from the floor of the House and read to me what appeared to be a 
ticker tape report, which was as follows: 

“Secretary of Labor Mitchell, claiming he had been ignored by House Labor 
Committee in hearings on welfare and pension funds, wired Chairman Barden 
today asking to be invited.” 

A few minutes after that I was called to the door of the House by my secre- 
tary, who handed me a message which she informed me was reported to be a 
teletype message called in by B. A. W. of General Services Administration from 
the Department of Labor. (I asked who B. A. W. was; she replied that they 
informed her they did not give out names but that they used only initials. They 
stated I would receive a copy of message originating from the Department of 
Labor, identification number WWA 122, either this afternoon late or tomorrow.) 
The reported message which she took over the telephone was as follows: 
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“Hon. G. A. BARDEN, 
“Chairman, Committee on Education and Labor, 
“House of Representatives, Washington, D. C.: 

“I note from press reports that your Committee on Education and Labor is 
holding hearings on employee welfare and pension plan. As you know, the 
administration has proposed legislation to provide for the registration, reporting, 
and public disclosure of the financial operation of welfare and pension plan 
(H. R. 7802). Since hearings have started and the Department of Labor has 
not been called to give the administration’s views concerning this legislation to 
help protect the interest of employees who are the beneficiaries of such plan, I, 
ew request that I be invited to appear before your committee at an early 

ate. 


“JAMES P. MITCHELL, 
“Secretary of Labor.” 


After a conference with one of the ranking Republican members of the com- 
mittee yesterday afternoon on the subject of when you might want to appear 
I had earlier today instructed the writing of a letter making inquiry as to when 
you would like to appear, if at all. I presume that letter is now in the mail. 
When it is received disregard it. 

Certainly there has been no intention or desire not to invite you to appear 
before the committee, even though theretofore during my entire experience as 
chairman you have never seen fit to accept an invitation or appear before the 
full Committee on Education and Labor. However, in view of the rather unusual 
development in this situation and method of communication, I have set apart 
the day of June 26, 1957, beginning at 9:30 a. m., which is the next meeting of 
the committee, for you to appear, should you so desire. I trust you will interpret 
this to be an invitation to appear before the committee on that date. 

In view of the fact that you saw fit to express your desires to me through the 
press, I presume you intended for me to use the same medium in promptly ex- 
tending to you an invitation to appear. This I am doing, although I must 
confess this type of communicating is neither customary or the most desirable. 

Most respectfully yours, 
GRAHAM A. BARDEN, 
Chairman, Committee on Education and Labor. 

Chairman Barpen. Mr. Secretary, I believe this is your first visit 
to the full committee ? 

Secretary Mrrcnexy. It is the first opportunity I have had, Mr. 
Barden, to appear before the full committee, for which I am very 
grateful. I have been invited to appear twice before but, unfor- 
tunately, on both occasions I was unable to do so. On one occasion 
I had already been called to appear before the Appropriations Com- 
mittee and on the other occasion I was in Geneva attending the ILO 
Conference. 

I am very happy to have this opportunity. 

Chairman Barpven. Although we have not met before in this com- 
mittee, we have had a few exchanges, Is that correct ? 

Secretary Mitcuett. I believe 

Chairman Barpen. It was nulls a pitcher-and-catcher deal. | I 
was the catcher. 

Secretary Mrronet.. It was a good battery, Mr. Barden. 

Chairman Barpen. I do not like the curves. 

Mr. Secretary, I believe it is your desire that the committee call 
on your Department for an expression of views in connection with 
legislation affecting your Department, and I believe that you regard 
that as being rather important in the processing of legislation. 

Secretary “Mircnet. I do. 

Chairman Barpen. ‘et you would like the chairman of the com- 
mittee and the committee to so regard it, as I understand it. 

I call to your attention here a newspaper account of January 26: 
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Labor Secretary James P. Mitchell got into an angry row with Chairman 
Graham Barden of the House Labor Committee today by accusing Barden of 
plocking administration labor measures: 

Now, as I recall, that was some 3 or 4 days after you had a press 
conference in which my name played considerable part. Of course, 
I gave a reply to that which was probably in kind, and then the next 
thing I knew there was another news article of January 27, 1956, 
which said: 

He included extending minimum-wage-law grants to States for industrial 
safety, organization, and improvements, and workmen’s compensation for long- 
shore and harbor workers— 
and so forth. 

Now, Mr. Secretary, it probably had not occurred to you that a 
request had been made of your department for a report on that legis- 
lation over which you were concerned and which you were in such 
a hurry to have considered. That request was made on July 15, 1955. 

Secretary Mircue ty. On which legislation ¢ 

Chairman Barpen. The longshoremen and harbor workers compen- 
sation. A report was received by me as a on February 11, 
1956, and the report was dated in your office July 27, 1955. 

Now, at the time you were blasting at me, you ee not even made 
available to this committee your report which had been requested in 
1955, and it was not received by me until February 11, 1956. 

Secretary Mircuern. Would you like me to answer that, Mr. 
Barden ? 

Chairman Barpen. Well, I do not know that it requires an answer. 
You may make any comment that you see fit. 

Secretary Mrrcne.n. I would like to make this comment, if I may: 
That it had been my impression that, in order to move legislation i in 
the Congress, it is necessary to have hearings. I would like to recite 
for you, if I may, the number of bills which the administration pre- 
sented to Congress which were within the purview of this committee 
in the 84th Congress and in the 85th Congress. 

In the 84th C ongress, there was legislation presented on the regis- 
tration of pensions and welfare plans on which there were no hearings. 

There was legislation on the 8-hour-laws revision, and on the one 
that you mentioned, longshoremen increased benefits and special fund 
amendments, which was ‘enacted into law. 

There was legislation on industrial safety ; on the Federal employ ees 
compensation chargeback ; equal pay for women; and in the 85th Con- 
gress we have legislation on pension and welfare plans on which 
hearings are being held now. We have a resolution before the Con- 
gress ¢ alling for authority to disclose the filings under section 9 (f) 
and (g). 

Chairman Barpen. Mr. Secretary. 

Secretary Mrrcnett. May | continue and indicate, Mr. Chairman, 
that in but very few of these cases, merely the Longshoremen Act of 
last year, have we had hearings. 

We have before the Congress this year under the Fair Labor 
Standards Acts amendments. for review of the industry committee 
recommendations, an overseas bill, and we have legislation having to 
do with the Federal Employees Compensation Act. We have the 
8-hour-laws revision. We have equal pay for women, and we have 
a bill on the Longshoremen’s and Harbor Workers’ Compensation Act, 
having to do with administrative costs. 
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On none of those except the pension and welfare plans and the ex- 
tensions and coverage of the minimum wage have we had any hearings, 
and it is on that basis, Mr. Barden, that I have felt that this committee 
had not been interested enough in our legislation to permit us to be 
heard. 

Chairman Barven. Mr. Secretary, that long statement probably 
only serves to confuse and avoid any attempt to explain the situation 
I just brought to your attention. Of course, I am in no position 
to give a detailed discussion of the matters mentioned by you. 

However, the longshoremen’s bill was enacted into law last year, 
and you probably were referring to H. R. 2999 of the 84th Congress, 
on which a report was requested of you on February 14, 1955, and on 
which a report was received from you on January 31, 1956, but the re- 
port was dated March 15, 1955. 

The Kelley bill, H. R. 4575, to expand wage-hour coverage, was 
introduced February 7, 1957. A report was requested February 13, 
1957, and a report was received March 4, 1957, and hearings were 
started March 5, 1957. 

The overseas bill to which you referred, I presume is the Landrum 
bill, H. R. 7458, introduced May 13, 1957. A report from your De- 
partment was requested May 16, 1957, and the report was received 
June 20, 1957, and hearings have already begun on the bill. 

The welfare and pension plan legislation is now under consideration 
by the committee. There were two bills introduced by Mr. Freling- 
huysen, and I presume they are what is generally referred to as admin- 
istration bills. 

One, H. R. 2437, was introduced January 10, 1957, on which a report 
was requested of your Department on January 36, 1957, and as yet no 
report has been received from your department. 

The other bill, H. R. 7030, was introduced April 17, 1957, and a 
report from your Department was requested on April 25, 1957, and as 
of this date no report has been received. 

Now, Mr. Secretary, again I return to the matter which I brought 
to your attention and on which you wanted to comment, and that was 
why you should be so critical and impatient with this committee and 
its chairman when your own Department, and you as its chief adminis- 
trative officer, should be so slow and at times even fail to make avail- 
able to the committee departmental reports which both of us agree 
are important and quite necessary in the consideration of legislation. 

Mr. Secretary, I still believe an explanation would be both en- 
lightening and helpful. Of course, it is apparently well within your 
privilege to take to task and criticize this committee, its chairman, and 
the five subcommittees to which these bills have been assigned. 

There has hardly been a day when at least one or more of these com- 
mittees has not been in session, and it has been a rather difficult thing 
to handle the many bills. But, if you care to take to task the five sub- 
committee chairmen and members and the chairman of this committee, 
you probably fee] that is well within your privilege. 

It is not at all unusual for Congress, which happens to be the cre- 
ator of the Department, to be challenged by the creatures of the Con- 
gress. We are well accustomed to that, and we are quite often told 
what we should do and should not do. We are accustomed to that. 
I have never thought so much of it. At the same time, we are quite 
well accustomed to it. 
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We have in this committee quite a list of standing subcommittees, 
and I expect that this committee functions about as well as others. 

Now, if we have been slow, may Congress always be slow, because 
only dictators can act as quickly as those who get enthused over things 
and want action to be taken at once. 

I am still rather inquisitive about why this report on this bill that 
you say was so important, requested in June of 1955 and dated on 
your department July 27, 1955, should have slept in your Depart- 
ment until after you turned loose your blast on me and this commit- 
tee. It seems to me that you would have righted your own ship and 
made the report which you agree was very important available to 
the committee before you attacked me and the committee. 

Secretary Mrrcneii. Well, I would like to look into that, Mr. 
Barden. 

Chairman Barpen. I can give you the original letter here and the 
envelope in which it was mailed. It was mailed February 10 at 
10:30 p. m. 

Secretary Mrrcneny.. I still would like to look into it. The fact 
remains, however, that we have this legislation and we have had very 
few hearings. 

Chairman Barpen. Now, Mr. Secretary, in order that you might 
not think that some special case has been cited, I have one here in 
my hand where the request was made March 28, 1955. 

Secretary Mircuet.. That is a request on what, sir? 

Chairman Barpen. That is a request for a report. 

Secretary Mircnetn. On what item ? 

Chairman Barpen. That is a request for a report on H. R. 4843 
and H. R. 5050. 

Secretary Mrrcnetn. That covers what subjects ? 

Chairman Barpen. That covers bills to amend the Davis-Bacon 
Act. The report was requested March 28, 1955. The report was 
dated June 15, 1955, coming from your office, and was received in my 
office on March 2, 1956. The envelope was stamped March 1, 1956, 
at 1 p. m. 

Secretary Mrrcnety. I do not believe that is an administration pro- 
posal, Mr. Barden. 

Chairman Barpen. I do not care what it is. It is a request from 
the chairman of this committee for a report from your Department, 
whether you liked the bill or not. 

Secretary Mrrcnety. That is right, sir. 

Chairman Barpen. Do you not give consideration except to ad- 
ministration proposals ¢ 

Secretary Mircuety. Sir, I do not mean to imply that, but you 
started out by saying that I had criticized this committee for failure 
to enact administration proposals. 

Chairman Barven. For being slow. 

Secretary Mircneny. For failure to enact administration legisla- 
tion, and I just point out that this last one that you mentioned is not 
administration legislation, and, whatever delay there may be, there 
is no excuse for it. 

Chairman Barpen. Let me just make sure that the committee and 
its chairman are not the only ones dragging feet or some other part 
of our anatomy. 
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I want to call to your attention some other bills: H. R. 4478, to 
amend the Fair Labor Standards Act; the report was requested July 
14, 1955; the report was received February 21, 1956, and the report 
was dated August 2, 1955. It took that report from August 2, 1955, 
until February 21, 1956, to make the trip all the way from the Labor 
Department up here to the committee. 

Secretary Mrrcnett. Through the Bureau of the Budget, of course. 

Chairman Barven. I do not know where it went. I am just trying 
to say that we, the members of this committee, are not the only ones 
being slow. It happens we are the only ones elected by the people and 
accountable directly to them for our acts, whether they be good deeds 
or misdeeds. 

Mr. FretincHuysen. Would part of the process be accounted for by 
the fact that it leaves the Department and goes to the Bureau of the 
Budget ? 

Of course, during that period, we were not in session. 

Secretary Mircnert. That may be, Mr. Frelinghuysen, I do not 
want to comment on it until I have a chance to look at the details. 
That is the reason I wanted to look at the details. 

Chairman Barpen. I am not just selecting some of these, I am going 
down the list. 

On H. R. 690 and H. R. 3473, to prohibit discrimination in employ- 
ment because of race, color, religion, national origin or ancestry, the 
report was requested Febru: ary 14, 1955. The report was rec ‘eived 
April 4, 1956, but the report was dated March 15, 1956. 

Secretary Mircueti. What do you mean, Mr. Barden, when you say 
the report is dated March 15, 1956? 

Chairman Barpen. I mean the reports from your office, the letter 
from your office. It is just like this original here. It bears your office 
date. 

Mr. Ruopes. Mr. Chairman, I might suggest that, if there is such a 
horrible delay in transmission, maybe this inquiry ought to be before 
the Post Office and Civil Service Committee. 

Chairman Barven. No; the Postmaster General is having his 
troubles also. 

I think this committee deserves some defense. This started out in 
the very beginning of this hearing when this committee was accused of 
these delays. I am not going to wait for some indiv idual committee 
member to do this. 

I am going to defend my committee insofar as it is possible, and I 
think it is possible. 

Secretary Mrrcneti. And I think you will grant me the right, Mr. 
Chairman, to express myself on those matters which I feel _ require 
attention. 

Chairman Barpen. At the very onset, I said that you were probably 
well within your rights. 

Secretary Mrrcney. All right, sir. 

Mr. Ruopes. Mr. Chairman. 

Chairman Barpven. I can go all the way down this list. They are 
true toa pattern. We can go back to 1955 and find that a year later 
the reportscomein. It follows a pattern. 

We can take this last one on the page. The report was requested in 
February 1955. The report was rec eived in April 1956, but the re port 
was dated March 15, 1956. 
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Mr. Ruopes. Mr. Chairman, will you yield for a minute? 

Chairman Barpen. Yes. 

Mr. Ruopes. I have had a little experience with other departments 
as far as getting reports to the committees of Congress is concerned, 
and I think that usually the report of the department is dated after 
the Bureau of the Budget has indicated its agreement or disagreement. 

I presume that what the Department of Labor is doing is dating x the 
report as of the time that the Secretary approved it, and not as of the 
time that the Bureau of the Budget approved it. I ‘think that proba- 
bly will explain whatever you might consider to be a delay in 
transmission. 

Chairman Barpen. Mr. Rhodes, I do not know what the explana- 
tion is. If the other departments are involved in a similar manner, 
they might find this report interesting reading. 

I do think that when a department head turns loose with one broad- 
side blast after another at a committee and its chairman, he should 
take into consideration that, if he regards his report as being im- 
portant, if he regards his report as having some bearing upon the 
consideration of the legislation and feels that these reports are as 
important as both he and I admit they are, the reports should not lie 
around that long without the Department head taking that into 
consideration when he is passing out the criticism. 

Mr. Watnwreicurt. Mr. Chairman, would you yield? 

Mr. Roosevetr. Mr. Chairman, will you yield? 

Chairman Barpen. Yes. 

Mr. Warnwricut. I would like to ask a question, Mr. Roosevelt. 

Mr. Roosrvert. I had the same idea. 

You may proceed. 

Mr. Wainwricut. Mr. Chairman. 

Granted that there has been some administrative delay in these 
reports coming to the committee, my question is, What has happened 
to the reports since they have come? 

With the exception of the Longshoremen’s and Harbor Workers’ 
Act, which was my own bill, which was enacted into law, I do not 
remember hearings on any of these other reports that have come 
whether they are delayed or not. 

Chairman Barpen. You should get busy and see if you can get 
your subcommittee chairman in action. 

Mr. Warnweicut. My subcommittee chairman has been in action. 
We have had hearings on the bills, but there has not been any action. 

Mr. Wier. Did you say that the Longshoremen’s bill was your bill ¢ 

Mr. Warnwricut. I am sorry. It was Mrs. Green’s bill. I intro- 
duced one from our side. 

Mr. Roosrvett. Mr. Chairman, may I ask a question ? 

Mr. Secretary, is it the practice of the Department to send up to 
the committee bills such I think you enumerated when you think the 
matter is one of importance ? 

What is the practice of the Department ? 

Secretary Mircuett. It is our practice, Mr. Roosevelt, to send up 
legislation which the administration thinks is important and is in 
need of enactment. 

Mr. Rooseve:t. Then, sir, may I ask why you only send up memo- 
randums, and testify as to the position of the Department, rather than 
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sending up proposed legislation for the extension of the minimum- 
wage coverage ¢ 

Secretary Mircue.u. I believe that Senator Ives has introduced 
legislation. 

“Mr. Roosrvett. That has nothing to do with the House of Repre- 
sentatives, sir. 

Secr etary Mircue.t. In the Senate. 

Mr. Rooseverr. Is the Ives bill the administration bill ? 

Secretary MircHe... I believe that the one he has introduced is the 
administration bill. 

Mr. Rooseve.t. Well, is it? 

Why was this committee bypassed ? 

Secretary Mircuevyi. Well, I believe, Mr. Roosevelt, that it was 
difficult for us to get the introduction of the minimum-wage bill. I 
spent 2 hours or more here testifying on the minimum wage, as you 
recall, and setting forth the administration position. 

We regard the minimum-wage extension as an important piece of 
legislation. 

Mr. Roosevett. But you do not regard it as important enough to 
have taken the trouble to send up proposed legislation ? 

Secretary Mircueti. We sent up language indicating the kind of 
legislative language that would be appropriate to meet our bill. 

“Mr. Rooseverr. | just remark that it 1s a matter of degree. 

I yield to my subcommittee chairman, Mr. Kelley. 

Mr. Ketiey. Mr. Chairman, I want to ask Mr. Roosevelt a ques- 
tion about that, because the subcommittee is holding hearings on 
the subject of the minimum wage and there has never been any bill 
introduced from the administration side as yet. 

Mr. Frevincuvuysen. That is not the Secretary’s responsibility. 
If he wanted to submit it, he cannot submit it. 

Mr. Hour. Are my colleagues asking me why I did not introduce 
legislation ? 

Mr. Roosrvetr. In other words, it is the practice to do it. 

Mr. Horr. We have not had enough hearings for me to learn enough 
to see who should be covered by that legislation, and I am not going 
to introduce legislation to see how many Americans can be cove red. 

Mr. Roosreverr. I am not criticizing the gentleman. 

Mr. Horr. Some people can get the answers here in Washington 
and I cannot. 

Chairman Barpen. Let me say to the gentleman from California 
that that is exactly what I am addessing myself to now. It is terrif- 
ically easy to criticize. It is not so easy to come here and fashion 
out a wage-hour bill or other bills whic h, if enacted into law. would 
affect the lives of all Americans. 

Mr. Hour. I agree. 

Chairman Barpen. Now, the subcommittee to which you referred, 
which is chaired by Mr. Kelley, has done as much hard work this year 
as time would permit, and many of the other committees have. Pos- 
sibly some uninformed source may be justified in saying, “Why 
doesn’t Congress do something?” but I do think that where a de- 
partment releases the kind of criticism that has been directed at this 
committee or any other legislative committee and its chairman, they 
should at least take a glance at their own record and see whether or 
not they have been a party to the delay of which they complain. 
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I am not going to read all these pages of reports. The pattern is 
exactly the same. At the bottom of every one of them we find this 
statement, and I quote from your letter; 


The Bureau of the Budget advises that it has no objection to the submission 
of this report, that enactment of the provisions of S. 1646 and S. 2280 to remove 
the compensation ceiling and increase compensation for scheduled entires 
would be without objection. 


and that letter is dated July 27, 1955, and it took until March 1956 
to reach my office. 

I do not think that you wrote the letter and put that paragraph in 
there before you dated this. I think you dated the letter after you 
got the report from the Bureau of the Budget. If so, the Bureau 
of the Budget had given you a report by July 27, 1955. 

Secretary Mrrcnett. Mr. Chairman, I would like to look into all 
of that, but may I ask this, Mr. Chairman. 

Chairman Barven. I will file this list for the record. 

(The list referred to follows :) 


MEMORANDUM RE Dates LEGISLATIVE REPORTS WERE REQUESTED FROM LABOR 
DEPARTMENT AND THE DATES RECEIVED 


H. R. 7237.—To amend the Longshoremen’s and Harbor Workers’ Compensa- 
tion Act. Report requested July 15, 1955. Report received February 11, 1956. 
Report dated July 27, 1955. 

H. R. 4843 and H. R. 5050.—To amend the Davis-Bacon Act, and for other 
purposes. Report requested March 28, 1955. Report received March 2, 1956. 
Report dated August 2, 1955. 

H. R. 4478.—To amend the Fair Labor Standards Act of 1938, as amended. 
Report requested July 14, 1955. Report received February 21, 1956. Report 
dated August 2, 1955. 

H. R. 690 and H. R. 3473.—To prohibit discrimination in employment because 
of race, color, religion, national origin or ancestry. Report requested February 
14,1955. Report received April 4, 1956. Report dated March 15, 1956. 

H. R. 2999.—To amend the Federal Employees’ Compensation Act, as amended, 
with respect to the computation of disability payments in the case of certain 
seamen and other persons. Report requested February 14, 1955. Report re- 
ceived January 31, 1956. Report dated March 15, 1955. 

H. R. 1763.—To permit retired personnel of the uniformed services and their 
widows and children to receive benefits under the Federal Employees’ Compensa- 
tion Act without relinquishing retirement pay, or annuities based on retirement 
pay, to which they are otherwise entitled. Report requested January 19, 1955. 
Report received May 1, 1956. Report dated April 27, 1956. 

H. R. 690 and H. R. 3474.—To prohibit discrimination in employment because 
of race, color, religion, national origin or ancestry. Report requested January 
12, 1955. Report received April 4, 1956. Report dated March 15, 1956. 

H. R. 608.—To make the workmen’s compensation laws of Alaska applicable 
to land and premises of the United States in such Territory. Report requested 
January 19, 1955. Report received March 21, 1956. Report dated March 20, 
1956. 

H. R. 209.—To amend the Fair Labor Standards Act of 1938, as amended. 
Report requested January 31, 1955. Report received February 24, 1956. Report 
dated August 2, 1955. 

H. R. 390 (Mr. Powell).—To repeal the Taft-Hartley Act and reenact the 
Wagner Act. Report requested January 12, 1955. No report received. 

H. R. 2622 (Mr. Metcalf).—To promote the general welfare by enabling the 
several States to make more adequate provision for compensation for the dis- 
ability or death of workers from silicosis or other dust diseases, by providing 
for cooperation with the several States, and for other purposes. Report re- 
quested March 8, 1955. Report received September 14, 1955. 

H. R. 3228 (Mrs. Kelly of New York).—Providing that there shall be equal 
pay for equal work for women. Report requested June 23, 1955. No report 
received. 
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H. R. 3473 (Mr. Roosevelt ).—To prohibit discrimination in employment because 
of race, color, religion, national origin, or ancestry. Report requested February 
14, 1955. Report received April 4, 1956. 

H. R. 4018 (Mr. Holt).—To amend section 11 (a) of the act of June 6, 1933, 
which provides for a Federal Advisory Council in the Department of Labor. 
Report requested February 18, 1955. No report received. 

H. R. 5050 (Mr. Metcalf).—To oment the Davis-Bacon Act, and for other 
purposes. Report requested March 28, 1955. Report received March 2, 1956. 

H. R. 5153 (Mr. Van Pelt).—To provide that compensation under the Federal 
Employees’ Compensation Act may be paid to persons who, prior to January 1, 
1940, suffered certain injuries resulting in permanent disability. Report re- 
quested March 31, 1955. Report received September 26, 1955. 

H. R. 7237 (Mr. King of California).—To amend the Longshoremen’s and 
Harbor Workers’ Compensation Act, as amended, to provide increased benefits 
in case of disabling injuries, and for other purposes. Report requested July 15, 
1955. Report received February 11, 1956. 


Mr. Frevtineuuysen. Mr. Chairman, would you yield? 

Chairman Barpen. Yes. 

Mr. Fretincuuysen. Again, as a member of the committee, I do 
think that we need an explanation of why there is a delay of several 
months, or maybe as much as a year, between the time when a report 
is dated from a department and the time it is received by the com- 
mittee. 

I think that in part, as Mr. Rhodes has suggested, it must be be- 
cause it has to be passed one way or another by the Bureau of the 
Budget. However, whatever the reason, I do not see what particular 
relevance a delay of a few months has with a delay of over a year 
on any of these bills, so far as our committee is concerned. 

Chairman Barpen. I believe I will not have time at this time to 
point out to the gentleman in detail the importance of these depart- 
mental reports. "The Secretar y and I have both agreed upon their 
importance, and I am sure the gentleman secretly appreciates their 


importance. 
Mr. Frevinenvysen. I am not questioning the importance of the 
reports. 


Chairman Barpen. So far as the Secretary saying that he wants to 
look into this, I think that is a reasonable request, and I shall extend 
that privilege to him and shall not press him for any further remarks 
on the subject, because I would not care for him to try to guess at it. 

Mr. Freitineuuysen. I think again that it is a reasonable request 
and we should get an understanding as to what the nature of the 
process is. 

I am not underestimating the importance of the reports from the 
Department, but, even after receipt of the reports, nothing has been 
done by this committee in many instances on administration bills 
which have been not only introduced, but which have had reports 
from the Department submitted to the chairman, and I think that 
basically that is Secretary Mitchell’s position. 

Chairman Barpen. I would like to say to the gentleman that I 
do not believe his attendance record at this committee is any better 
than mine or that of the average member. 

Mr. Frevincuvuysen. I am not suggesting so. 

Chairman Barpen. The whole point is that if your subcommittee 
is not busy, get busy. 

Mr. Fretincuvysen. It is not my subcommittee that has not been 
busy. Our subcommittee is the only one that has introduced and 
reported on a bill of any significance. 
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Chairman Barpen. I am not going into that. 

As I remarked a while ago, I am not going to sit quietly by while 
an important committee of this Congress is, as I regard it, being 
unduly and unnecessarily criticized by a department that has been, 
shall I say to please the gentleman, indulging in a little delay also. 

Mr. Fretincuuysen. | do not know whether the Department has 
been indulging in a little delay, but it certainly is no more excessive 
than this committee’s delay. 

Chairman Barven. I am sorry that the gentleman does not like 
the committee and I am sorry that he is not enjoying his service. 

Mr. FrevLiINGHUYSsEN. You are reading a lot into what I am saying. 

Mr. Roosrvetr. Could I ask a question, Mr. Chairman and members, 
on welfare funds, if we have not lost it forever ? 

Chairman Barpen. We have not lost it. 

Secretary Mircuetyi. Mr. Chairman, since this question has been 
raised, may I list for the benefit of the committee those pieces of 
legislation which we consider to be of some importance, on which 
hearings have not been started, and on which I respectfully request 
that the committee might consider hearing our side of the story ¢ 

There is a disclosure of filings under section 9 (f) and (g) ; House 
Joint Resolution 335, introduced by Mr. McConnell; there is a review 
of industry committee recommendations under the Fair Labor Stand- 
ards Act, H. R. 5993, introduced by Mr. McConnell. There is an 
overseas bill, H. R. 6323 and 7458 introduced by Mr. Landrum. There 
is an industrial safety bill, H. R. 6045. 

Mr. Roosrvett. Would the gentleman yield? 

We have been holding hearings on 6243. I have sat on the com- 
mittee myself. We have heard all the departments, including your 
own. 

Mr. Grirrin. That was just the other morning. 

Mr. Roosreverr. We held a hearing a year ago before you were 
elected to the Congress. We have continued. 

Mr. Nicuorson. Can I interrupt for a second? I have been here 
10 or 11 years and I have been hearing about amending the Taft- 
Hartley Act, but I have never seen any Taft-Hartley Act either in 
this committee or on the floor. 

Mr. Wier. Give us some help and we will put it over. 

Secretary Mrrcnett. You have before you H. R. 6857, introduced 
by Mr. Osmers, which is before this Congress, an amendment to the 
Taft-Hartley Act. There are amendments to the Federal Employees 
Compensation Act, a general revision, H. R. 6308 introduced by Mr. 
Griffin; a charge back having to do with the same thing introduced 
by Mr. Bosch, 5928. 

There is the 8-hour law revision, H. R. 6588 introduced by Mr. 
Wainwright, and equal pay for women, H. R. 6089 by Mr. Holt, H. R. 
6307 by Mr. Dwyer, and H. R. 6318 by Mr. Harden. 

The CHatrMan. May I interrupt the gentleman ? 

Does the bill to amend the Taft-Hartley refer to section 14 (b) ? 

Secretary Mrrcuett. No; that refers to the building and construc- 
tion trades amendment. There are three amendments. 

Mr. Mercatr. Mr. Chairman. 

Mr. Tevier. Mr. Chairman. 

Secretary Mircueti. Mr. Chairman, I merely would like to get on 
the record. 
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There may be other items of legislation, but these are the pieces 
of legislation which we consider to be important and on which we 
would like to be heard. 

Chairman Barpen. I think we can dispose of this at this point 
without going further. 

Mr. Teter. Mr. Chairman, I would like to ask the Secretary a 
question regarding the extension of the Fair Labor Standards Act, 
because I am a member of that subcommittee and we have worked 
hard and arduously. 

I don’t wish at all to disparage the Republican members. On the 
contrary, Mr. Griffin, Mr. Ayres, and Mr. Holt have been workhorses 
on our subcommittee. However, it is my point of view, and I believe 
it is the point of view of our chairman, Mr. Kelley, that, we have been 
hampered in our work by the failure of the administration to present 
any bill for extending the Fair Labor Standards Act. 

It is true that the Secretary of Labor gave us the benefit of his 
point of view in broad and brief outline, but I am puzzled by the 
fact that the administration has failed to introduce a bill or cause the 
introduction of a bill in the House, and there have been many who 
have doubted the sincerity of the administration because of its failure 
to do so. 

I would like to know from the Secretary of Labor whether he in- 
tends to have a bill on this important subject introduced in the House 
of Representatives. 

Mr. Grirrin. Will the gentleman yield ? 

Mr. Tecuer. Yes. 

Mr. Grirrin. I do not think the criticism should be directed to the 
Secretary. The Secretary, as he says, has sent up some suggested 
language, and if there is any criticism it should be directed to the 
members on our side who could have introduced that language. 

We have not done so. We are ready when the bill is marked up 
perhaps. We have made suggestions. When there is time to mark up 
the bill, we will probably propose amendments to the bill or it may 
be that at some time a bill will be introduced. But, if there is criti- 
cism, it should not be directed at the Secretary. 

Mr. Trtirr. But the Secretary has seen fit to read a long list of 
bills which the administration has sponsored in the House, many of 
them having much narrower purview than the gigantic scope pro- 
posed extension of the Fair Labor Standards Act. 

I am simply expressing the fact that I am puzzled by the fact that 
the administration has seen fit to introduce many of these minuscule 
bills but not large ones. 

Secretary Mrrcuett. Would you call the equal pay for women a 
minuscule bill, Mr. Teller ? 

Mr. Teter. I will not refer to any, but, compared to the fair-labor- 
standards bill, these are small. 

Mr. Ayres. Will the gentleman yield ? 

Mr. Teter. Yes. 

Mr. Ayres. The fact that an administration bill has not been intro- 
duced has not hampered our work. We have not been hampered in 
getting the facts. 

Mr. Kelley, is it not 40 days of hearings we have held ? 

Mr. Keury. I do not know how many days. I cannot answer that, 
but we have had 149 witnesses up to date. 
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Mr. Ayres. Do you think, Mr. Kelley, that the fact that we have 
not had a bill introduced on our side has caused us any difficulty in 
the hearings? 

Mr. Kewiey. No, but it rather confused me because I did not know 
just what the administration wanted. 

Mr. Ruopes. Will the gentleman yield ? 

Mr. Ayres. We knew the Secretary’s position. 

Mr. Frevincuuysen. I will be glad to be the guinea pig and intro- 
duce the administration’s bill. I cannot see what value it would have 
to the subcommittee, including you, Mr. Teller, to do it. I have no 
objections. I do not know enough about the pros and cons, not being 
a member of the subcommittee, to know whether or not the bill could 
be improved, and I assume that the members on the subcommittee on 
the Republican side had reasons of their own. I do not think those 
reasons should be questioned. 

As I say, I see no particular value but, if you would like an admin- 
istration measure sufficiently broad not to be minuse ule, I will be glad 
to get the language of the bill and put it in today and that will satisfy 
you on this particular point. 

Mr. Truirr. Mr. Frelinghuysen, this subcommittee for extending 
the Fair Labor Standards Act has three very competent Republican 
members on it; Mr. Griffin, Mr. Ayres, and Mr. Holt. 

Mr. Fretincnuysen. So you have just told us. 

Mr. Tretier. They are prepared by experience and long hearings 
that we have held to introduce a bill on this subject and I have not 
the slightest doubt about it. 

If you want to introduce a bill on the subject, I will be happy to 
have you introduce it, or whether I am happy or not, you are free to 
introduce it. 

Mr. Frevincuvuysn. I realize lam freetodoso. I donot know why 
you want me to do so. 

Mr. Truter. The question which I raise, and to which you are not 
addressing your remarks, is why the administration has seen fit not to 
introduce a bill on this important subject. 

Mr. Frevrncnuysen. The administration does not have the power 
to introduce a bill. 

Chairman Barpen. Just a moment, gentlemen. Let us get the train 
back on the track. 

Mr. Keitiey. Mr. Chairman, may I make one point. As chairman 
of the subcommittee, I would like to say a word. 

Chairman Barven. Since you have been on trial, I will let you 
speak. 

Mr. Kewiey. I want to say that I appreciate the work of the sub- 
committee on handling the amendments to the Fair Labor Standards 
Act. They have worked very diligently. ‘There has been complete 
and thorough cooperation among the members of the committee. I 
have noc omplaints at all about the manner in which the he: arings have 
gone and the progress we have made. 

Mr. FrevincuuyseNn. Not all the members of the subcommittee seem 
to feel the same way. I wish it were true. 

Mr. Horr. Mr. Chairman. 

Chairman Barpen. Mr. Holt. 

Mr. Horr. I missed what occurred. I had to go to the telephone. 
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I would just like to say that I concur with what Mr. Kelley says. 
He has been a very fair chairman. I would also like to say that the 
Secretary has talked to me several times about the minimum-wage 
legislation. We have gone over legislation. We are still working on 
it. Itisa ver ye omplic: ated subject. 

I have not felt, and our committee does not, : think, feel yet that 
we are ready to put legislation in any form. I did not introduce a 
bill because we had the benefit of the Secretary’s comments on the 
bill, as well as those of the other folks. I think the subcommittee has 
done a fine job and I want to compliment Mr. Kelley for the way he 
has handled it. 

Mr. Ex.isorr. Mr. Chairman. 

Chairman Barpen. Mr. Elliott. 

Mr. Exuxsorr. Mr. Chairman, I think it ought to be said for the 
purpose of the record that during the last Congr ess, and particularly 
during last year, there functioned a subcommittee c omposed of myself, 
the gentlem: an from Georgia, Mr. Landrum; the gentleman from Cali- 
fornia, Mr. Roosevelt; the gentleman from Oregon, Mr. Coon; and the 
gentlem: an from Montana, Mr. Fjare; the gentleman from California, 
Mr. Holt, and perhaps another member on the Democratic side, who 
we thought rather diligently looked into the application of the Fair 
Labor Standards Act. I believe there were seven of us. 

We looked into the matter of the application of the Fair Labor 
Standards Act to the overseas possessions rather carefully, I thought, 
and the result of our labors was the passage in the very last days of 
the Congress of a bill extending the Fair Labor Standards Act to the 
Territory of American Samoa, because that was the bill, as I recall, 
that had passed the Senate. 

I will say to the gentleman from California, Mr. Holt, that I would 
like for him to follow me here. The Senate had passed the bill ex- 
tending the Fair Labor Standards Act to American Samoa and we 
accepted the Senate bill because it was the only bill that we had a 
chance to get in the limited time that remained. 

We examined many witnesses, held hearings on the proposition of 
its application to the Republic of Panama, and I think the record 
ought to show that we did work in that field. 

Mr. Mercatr. Mr. Chairman, may I ask Secretary Mitchell a ques- 
tion ? 

Chairman Barpen. Yes. 

Mr. Mercaur. Mr. Secretary, that is quite a formidable list of bills 
that you presented here. This is the first indication that I had as a 
member of this committee that some of these bills had administration 
support. I am thinking especially of such a bill as the one you men- 
tioned by Mr. Griffin which would take care of the Federal Employees 
Compensation Act. I introduced such a bill early in the last session 
of Congress, asked for a report from the Department of Labor and 
failed to get one during the entire session after its introduction. 

I introduced a similar bill early in this session, talked with repre- 
sentatives of your Department, and only recently have we received a 
report on my bill where you say that you ‘prefer Mr. Griffin’s bill. 

Now, the question I want to ask you is which of those bills that you 
have enumerated in that list did you submit to the Congress by way 
of executive communication directed to the Speaker and which have 
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ou introduced by means of having some member of the minority party 
submit it ? 

Secretary Mircue... I believe, sir, that all of the bills that I have 
enumerated have been submitted formally in whatever process that is 
by the administration. 

Mr. Mercatr. All of them have been submitted by letter to the Vice 
President and the Speaker ? 

Secretary Mrrcnety. Whatever way that is, they are the formal 
position of the administration and a recommendation to Congress. 
They are so formal, Mr. Metcalf, that most of these that I have enum- 
erated, many of them, the President in either his state of the Union 
message, his budget message or the economic report made mention of 
them, and subsequently legislation was sent here through whatever 
process is necessary for congressional action. 

Mr. Rooseverr. But none of them is for the extension of the mini- 
mum-wage law. 

Secretary Mircuetu. So far, not yet. 

C hairman Barpen. Mr. Secretary, I just dispose of that problem 
by saying this: There are probably some 600 bills or more in the House. 
Some the administration did not inspire and some they did. Someday 
maybe we will have Congress so that they can pass bills in 24 hours, but 
I hope I will not be around when that happens. The committee is 
doing the best they can and this committee as long as I am chairman 
will try to cooperate with your Department and with the other depart- 
ments of this Government and try to see to it that your Department 
gets a fair opportunity to be heard, and fair consideration of what you 
say. 

T must say that I shall expect a little cooperation from the other side, 
too. Ido not think it is the best plan to start a controversy in a news- 
paper. I really think it would be fine if we would get on some kind 
of terms to where you could pick up the phone and say, “Listen, how 
about it. Let’s discuss so and so. Iam sending up a communication,” 
or something of that kind. I believe that is a better approach than 
to send me a : telegram and have the newspapermen call me for a con- 
ference on something I had never seen or received, and then have some 
department other than your Department call me up and read it to me 
over the telephone and tell me I was going to get it the next morning. 

Now that is a rather unusual way to communicate with me and I 
think I set that out pretty fully in a letter to you which I have inserted 
in the record. 

Secretary Mrrcue.y. Yes, you did, sir. 

May I say that, of course, this is a matter for the committee’s 
decision, not mine, but it is unusual when you are beginning to hear, on 
such an important subject as the pension and welfare plans, that the 
administration’s position is not sought and I had no indication that 
the administration’s position was going to be sought. 

Chairman Barpen. Let me say, Mr. Secretary, that somebody has 
to determine the schedule of your Department and somebody has to 
do it for this committee. I have never felt you had to call me up about 
your Department and I never felt it necessary for me to call you. We 
arranged for these hearings. I thought it best and the first thing 
for this committee to do was to hear from the counsel that we had 
employed to direct this committee. We called a meeting and we sat 
here for a half day and listened to him outline the picture that we 
were going to go into. 
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The States’ angle of it was one of the most important, and I think 
you recognize that. None of us knew anything about it because there 
were only two States in the Union touching on it. I thought that to 
round out the picture of the task that was before us, we should have 
the testimony of a State witness. I had an opportunity to get the 
director of the plan from Washington to dovetail into the pic ture as it 
had been presented. 

I saw no reason for you to jump to the conclusion that you had either 
been treated discourteously or ignored, and I saw no reason why you 
should rush to the newspaper, because I think somebody on this com- 
mittee had to determine how to open up the hearings. It has been 
discussed, and very pleasantly may I say, with a ranking member 
of this committee, and we discussed when it would be best for you 
to come, and I wanted you to come at your convenience and come when 
you wanted to present yourself. 

The conversation between us took place one afternoon and the next 
afternoon I was blown out of the water. I do not think that is the 
best way for us to go along. 

Secretary Mrrcneiy. Mr. Barden, it was not my intention to blow 
you out of the water. I imagine that that would be difficult. It was 
my intention to seek a hearing before this committee. 

Chairman Barpen. Mr. Secretary, let me say that if you knew of the 
discussion I had already had with a member of this committee who is a 
member of your party, you should not have proceeded in the way you 
did, and there was a way to find out all about the situation. 

Let us get on with this bill, Mr. Secretary. 

Secretary Mircneiy. I am willing. 

Chairman Barpen. Mr. Secretary, according to your testimony yes- 
terday, this is primarily a disclosure bill. 

Secretary MrrcHe tt. Primarily, yes, sir. 

Chairman Barven. Now, understand that I am interested in the 
solution of some of the problems we have been confronted with in 
recent months. I am going to make my examination brief because I 
want the counsel to have his ¢ opportunity to question. 

I notice that in the drafting of this bill, it looks very ea as if 
there is a tremendous amount left in there to be filled in. do not 
see how it could be administered very well unless we passed és you as 
Secretary of Labor considerable power and, in reading the power of the 
Secretary, it starts off: 


The Secretary is authorized to make such rules and regulations as may be 
necessary to carry out the provision of this Act. 

When you fit that with these following paragraphs, I think that 
places into your hands, Mr. Secretary, the kind of power that I do 
not believe the people want placed in one responsibility. 

I am a rather frank person and you have been frank about your 
statement and your feelings as to what your job is. You are Secre- 
tary of Labor. You are principally concerned in labor and the labor 
unions. 

Secretary Mircneii. No, sir; not principally. I am concerned 
with the welfare of all of the working people of this country. 

Chairman Barpen. Well, let me say this: The captain of the 
Brooklyn Dodgers’ team is interested in all ball clubs, but he is much 
more interested in Brooklyn than he is the Giants. 
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Secretary Mircuetx.. I would not compare myself or my job with 
Mr. O’Malley. 

Chairman Barpen. No; the gentleman has a very high position in 
this Government, and I respect it as such. I did not mean anything 
of that kind, but T simply say, Mr. Secretary, that I think your whole 
approach has indicated that you are certainly not at all unfriendly to 
labor unions. 

Secretary Mitcue.y. No, sir. 

Chairman Barven. What I am trying to get at, Mr. Secretary, is 
just this: In my opinion, it is fair and really American to prevent if 
possible putting you at the head of this Department as Secretary of 
Labor and then placing into your hands a terrific amount of power 
and quasi-judicial authority, and this bill gives you a tremendous 
amount of it, and then not safeguarding it, because we may have a 
bad Secretary sometime. 

Secretary Mrrcnert. May I say, Mr. Chairman, that if this com- 
mittee sees fit to restrict this authority and still permit a practical 
administration of this legislation, I would have no objection. I would 
have no objection whatsoever to a change in the language which 
would restrict the authority of the Secretary, so long as some flexi- 
bility is there to gain by experience 

If this language, in the view of the committee, is too broad, I agree 
with you ths it too much authority placed in the hands of any admin- 
istrative officer in an area like this may not be good, and I certainly 
would be willing to sit down with your staff or anyone else you desig- 
nate, to have our people too, and to see if we could arrive at language 
which would be more restrictive than this present language. 1 have 
no objection to that. 

Chairman Barpen. I think that is a very fair approach, Mr. Sec- 
retary. I think that it serves two purposes: 

One is that it would relieve you of responsibility which can get to 
be unbearable and the other is that it can provide safeguards. I know 
of one provision that has bothered me considerably. That was the 
provision which required the labor unions to report and file their 
reports with you. I think we had a little disagreement about that. 
You think it goes one way and I think it goes another. Well, there 
is no restriction whatever in the law that keeps you from making 
that information public. 

Secretary Mircnety. We do not agree with that, Mr. Barden. 

C hairman Barpen. I am talking about a restriction in the law. 

Secretary Mrrcnetx. Well, with the legislative history. 

Chairman Barpen. You point out one Senator and one Congress- 
man who said something in support of your view. ’ 

Secretary Mrrcneti. And the Senate committee. 

Chairman Barpen. I can go to the other side and get you a half 
bushel of names that went the other w ay because the House had one 
version, and the Senate had no conflict with it, and the House version 
was dropped. I am talking about this: You took the position that 
you were not authorized to make it public. 

Secretary Mircnet.. That is right. 

Chairman Barpen. Then you took the position that you were pro- 
hibited from making it public. Here is the thing th: at confused me, 
Mr. Secretary, on that subject. I believe you are adopting Mr. 
Schwellenbach’s order that was issued for your Department. 
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Secretary Mircueii. Generally, yes, that is right; and also, we 
acted on the opinion or the report of the watchdog committee in 1948, 
which reviewed this whole thing. 

Chairman Barpen. I was a member of the House-Senate confer- 
ence committee that reported out this legislation. There has not been 
any law written that changed the act and, as I understand it, in the 
law itself there is nothing that prohibits making the reports public. 

Here is the thing that confused me. You say there is a prohibition 
against making these reports public. You have adopted Mr. Schwel- 
lenbach’s order. This only has bearing on how much trouble you can 
get into by language that lends itself to 2 or 3 kinds of construction. 
That is what I was addressing myself to. When Mr. Schwellenbach 
issued his order, he issued an order which I presume and you admit 
has been adopted. 

The think that amuses me is how you arrive at making these state- 
ments available to these people which I will read out here and not to 
others. 

1. Members of a particular labor organization or the national or international 
labor organization of which it is an affiliate or a constituent union but only with 
respect to the information filed for such organizations. 

2. The National Labor Relations Board or courts of competent jurisdiction in 
appropriate proceedings under the National Labor Relations Act as amended 
by the Labor Management Relations Act of 1947. 

3. Members of Congress through the Senate Labor and Public Welfare Com- 
mittee, the House Committee on Education and Labor, or the Joint Committee 
on Labor Management Relations. 

Now, if you construed the law to be a prohibition against making 
the reports public, pray tell me, how would you think you were not 
making it public when you put it in the hands of 96 Senators and 435 
Members of the House who are not averse to talking? 

The thing further that confused me is why you should designate the 
chairman of the Senate committee to do all that flunky work in the 
Senate and me in the House. I had to write for those reports, and 
I got them, but if there was a prohibition against making it public, 
in my terms it is a prohibition against making it public and no excep- 
tion was made to cover just those who you wanted to give them to. 

Secretary Mrronetn. Mr. Chairman, since you have raised this, 
would you bear with me while I tell you why we did this? 

Chairman Barpen. The only question I am concerned with, Mr. 
Secretary, is, if you reached that conclusion that there was a prohibi- 
tion against making it public, then why should your Department say, 
“a prohibition against making it public except,” and then go ahead and 
lat, it available to all 435 Members of the House and 96 Senators 
and these other folks who are listed. 

Secretary MircHeitt. Only because it seemed to be the intent of 
Congress that they be made available to these persons and organiza- 
tions that you have enumerated. 

Chairman Barpen. Mr. Secretary, of course I am going to see to 
it that there is no more language used of that type, because I do not 
enjoy writing to you every day or so and worrying you for these 
reports. And I am inserting at this point in the record my views 
supporting my point of view. 

(The statement is as follows :) 


Inasmuch as the Secretary of Labor continues to deny that he has any authority 
to make public union financial reports filed with his Department, and bases 
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such denial on a portion of the legislative history consisting of the statements of 
two members of the other body and a committee report pertaining to the bill 
as reported to the Senate, I have had my staff prepare additional data which, 
insofar as I am concerned, places the matter of congressional intent in a dif- 
ferent light. 

In fact, after studying the various items which follow, I am convinced that 
no court in this land would sustain any action against the Secretary of he 
would proceed, as I suggested, to make these reports available to the public and 
to the press immediately. 

And, as a matter of fact, if the Secretary were correct in his contention that 
he is merely custodian of these reports, by what authority does he makes them 
available at all? He does, under an order issued by Secretary of Labor Schel- 
lenbach, which, by his failure to revoke, he has adopted. 

It is now a Labor Department regulation that these reports and information 
will be made available “upon written request” to the following: 

“(1) Members of a particular labor organization, or of the national or inter- 
national labor organization of which it is an affiliate or constituent unit, but only 
with respect to the information filed for such organizations ; 

“(2) The National Labor Relations Board or courts of competent jurisdic- 
tion in appropriate proceedings under the National Labor Relations Act, as 
amended by the Labor-Management Relations Act, 1947; or 

“(3) Members of Congress through the Senate Commitee on Labor and Public 
Welfare, the House Commitee on Education and Labor, or the Joint Committee 
on Labor-Management Relations.” 

If the law, as now writen, prohibits his giving out this information, then 
where does he get his authority to say that it will be furnished to 435 Members 
of the House and 96 Senators if they will make their request through me, as 
chairman of the House Committee on Education and Labor, or through the chair- 
man of the Senate Committee on Labor and Public Welfare? 

The Secretary not only has furnished copies of these reports to me, but he 
has never refused any request from me for others. But why should I be singled 
out for such favored treatment? If it is a violation of the law to give it out, 
isn’t it a violation to give it to me? 

The additional items of legislative history follow: 

(1) The requirement that financial reports of labor organizations be filed with 
the Secretary of Labor was also contained in the House bill, page 66 of H. R. 
3020, 80th Congress as reported. It is not accurate to state that the Senate 
committee “drafted the provision of the act relating to the filing of union financial 
statements.” 

(2) The House minority report (H. Rept. 245, 80th Cong., p. 110), opposes the 
requirement for financial reporting with the comment that it is unnecessary, “in 
view of the fact that most unions already publish such material.” Further, the 
minority advocated amending “the revenue act to require publication of such 
reports,” instead of the provisions recommended in H. R. 3020 as reported by the 
committee. Such an approach, they stated, “would achieve the objective of 
assuring adequate publicity to the financial affairs and activities of unions” 
and “would obviate the necessity for setting up a new bureau within the Depart- 
ment of Labor.” 

During the debates in the House, Representative Granger, Democrat, Utah, 
opposed the provisions on the same grounds, stating that 3 AFL unions and 30 
CIO unions published reports available to anyone, page 3531, permanent Con- 
gressional Record April 16, 1947. 

In the face of the minority report, however, and in the face of this argument, 
the House approved the requirement, page 66, H. R. 3020, 80th Congress as passed 
by the House. 

(3) The Senate minority report also opposed the reporting requirements 
(S. Rept. 105, pt. 2, p. 22) stating that “If these provisions are designed to secure 
publication concerning union activities and finances, théy are superfluous. Vir- 
tually all of the international unions of both the CIO and the A. F. of L. already 
furnish a regular financial report and account of their activities either to their 
members or to the public.” Actually, the language of the Senate report is almost 
identical to that of the House minority quoted above. 

During the Senate debate, Senator Murray advanced the same line of argument 
see page 4036, permanent Congressional Record, April 25, 1947. 

In the face of this minority report and in spite of the argument, the Senate 
approved the requirements for financial reporting. (See p. 91, H. R. 3020, 80th 
Cong., as passed by the Senate. ) 
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It would be well to note at this point that both the House and Senate, in ap- 
proving these provisions, rejected alternative proposals offered by opponents of 
the legislation which, in their own words, would assure “adequate publicity.” 

(4) When the House and Senate bills went to conference, the House version 
specifically provided that “the report shall not be made public by the Secretary 
of Labor.” (See p. 66, H. R. 3020, 80th Cong., as passed by the House.) 
This prohibition was omitted by the conferees. ‘There is no written explanation 
as to why, but there is a universal rule to the effect that when a conference com- 
mittee omits a provision, there is an inference that the conferees intended to 
approve the conduct which would have been prohibited by the provision had it 
been retained. 

For example, in its petition for certiorari, filed by the Department of Labor in 
the case of Mitchell v. Budd et al., (October Term 1955, U. S. Supreme Court No. 
278, on p. 20), the argument is advanced that although the House bill amending 
the Fair Labor Standards Act would have transferred authority to define “area 
of production” to the Secretary of Labor, this was abandoned in conference ; this 
had the effect, according to the petition, page 21, that the Congress thus declined 
to modify the Administrator’s regulation or revise the statutory language, thereby 
inferring congressional approval of the very regulation then being litigated. 
The Department of Labor won the case in the Supreme Court. 

(5) Senator Murray attacked the conference report in this respect as placing 
a burden on unions because the requirement would be “under the close scrutiny 
of all employers’ attorneys.” (See p. 6497, permanent Congressional Record, 
June 6, 1947.) One is compelled to ask now how this could come about unless 
the report were open to the public. Certainly today no employers’ attorney has 
access to them. 

Senator Murray also advanced once again the argument that the require- 
ments were unnecessary because “most of it is already made public.” (See p. 
6505, permanent Congressional Record, June 6, 1947.) 

In spite of these statements by Senator Murray indicating the requirement 
would result in public disclosure, the Senate, as we all know, approved the 
conference report which is now the Taft-Hartley Act. 


Secretary Mircuetit. We would appreciate it then, Mr. Chairman, 
if you would act favorably on the resolution before you to make these 
reports public and this would clear up the whole thing. 

Chairman Barpen. Mr. Secretary, let me get to that. 

Here is your resolution that you carried to the Sen: ite, and do you 
know how you wound it up? It was according to regulations made by 
you. There we are on that path getting into trouble again. If we 
give you the right to give them out and give you the ‘authority to 
decide how to give them out, you are in trouble again. 

Secretary Mrircuet. If you want to change’ that, Mr. Chairman, 
fine. Give me the authority to make them public. 

Chairman Barden. If you did not have it, I am going to do my best 
to see that you get it in 1: anguage that is very definite. 

Secretary Mircnety. Fine. 

Chairman Barpen. Mr. Secretary. 

Secretary Mircuety. Before you leave that point, Mr. Chairman, 
you have one opinion on this and I have another, and my opinion is 
the result of legal consultation in the Department of Labor and other 
parts of government and after very careful consideration. This was 
not a hastily taken position and the position is based upon the legisla- 
tive history in the passage of this bill. It has been looked at by com- 
petent legal counsel and I feel, as you must know I feel, that in order 
to make these public as I believe they should be made public, we need 
further direction from the Congress, which I hope the Congress will 
give us. 

Chairman Barven. Well, Mr. Secretary, the only reason that that 
point arose was because I knew something about the speed with which 


a ne Re NR et ee 





an, 


est 


an, 
1 is 
her 
vas 
sla- 
ym- 
der 
eed 
vill 


hat 
ich 


WELFARE AND PENSION FUND LEGISLATION 123 


Congress functions. I think I ought to know, having been here as 
long as I have been here. I thought that there was some advantage 
in doing just what you want to do. I thought it was somewhat of a 
strained interpretation because I used to make a living practicing law 
for about 20 years and I thought I knew a little law. I reached a very 
different conclusion from what you and your lawyers reached. 

At any rate, that is the point I am making about giving you the 
authority as Administrator to fill in all that is left open. I believe 
the ine will agree that that has brought about a terrific amount 
of trouble with the Wage-Hour Administration, and that the Wage- 
Hour Administrator has in some instances offended a great number 
of the Members of Congress who had no idea on earth that they were 
conveying that much authority. 

So I determined that I should be very careful about ever putting 
my name to a piece of legislation or approving a piece of legislation 
that left it wide open for the Administrator to make rules and regula- 
tions with the effect of law in the administration of the act. I think 
that that is in effect Congress abdicating its duty and responsibility 
to make the road clear and then expecting the Administrator to stay 
within the rules. 

I shall not pursue this further, but there are many other things 
about the bill that we can thrash out before the committee. 

Mr. Roosrevetr. Mr. Chairman. 

Chairman Barpen. I am going to recognize Mr. House. 

Mr. Roosrvetr. Before Mr. House begins, and in line with what I 
think Mr. House has in mind, may I ask the Secretary just one ques- 
tion in line with the testimony that he has given ¢ 

Chairman Barpen. All right. 

Mr. Roosrveur. Mr. Secretary, I think the philosophy of the bill 
before us is that we leave as much of it to the States as possible as 
far as the actual control of the supervision and control of the plans. 

Secretary Mrrcne.u. In the control and supervision. 

Mr. Roosrvett. Thanks to Mr. House and to Mr. Holt, I have here 
the copy of the law which the California State Legislature has just 
passed and which in this particular thing is similar to the Washington 
statute. After describing which plan should be under the supervision 
of the State insurance commissioner, it goes on and says: 

Provided, When either funds or insurance policies or both are placed with a 
corporate trustee which is subject to the jurisdiction of the superintendent of 
banks of the State of California, the Board of Governors of the Federal Reserve 
System or the Comptroller of the Currency of the United States of America, such 
corporate trustees and such funds and insurance policies or either so held in 
trust shall not be subject to the supervision of the State insurance commission. 

In other words, any time that a national bank, or for that matter a 
State bank, becomes a trustee under any of these plans, all of these 
controls and all of the safeguards set up to make these plans function 
properly are completely wiped out. 

Now it seems to me that as these State plans come on that that is a 
loophole which requires that the administration or any administra- 
tion point out: that that simply undoes all of the purpose of this 
particular act that we are considering today because all I would have 
to do would be to buy control of a bank, as various people have done, 
and make that the trustee and I would be completely out from State 
control altogether, if I read this correctly, and I hope that you will 

94914—58——_9 











124 WELFARE AND PENSION FUND LEGISLATION 


begin to point out to the different States that this kind of exemption 
is going to destroy the very purpose that you have in mind, which is to 
leave with the States the primary responsibility for the supervision 
of these plans. 

Chairman Barpen. Mr. House. 

Mr. Houser. Thank you, Mr. Barden. 

Secretary Mrrcneti. Mr. Chairman, before Mr. House begins, may 
I say that I would hope that the committee would finish today be- 
cause I have been here 2 days. Is it likely that the committee will 
finish today ¢ 

Chairman Barpen. I shall try to finish today, yes. 

Secretary Mircneiy. Thank you. 

Mr. Hovuse. Mr. Secretary, have you given some thought to what 
you would require in your disclosure regulation ? 

Secretary Mrrcneiu. Yes, we have. This gets to the point that 
the chairman made before. We have given some thought on a tenta- 
tive basis as to what would be required and I would recommend that 
our thoughts be discussed in detail with the committee staff or whom- 
ever the chairman may wish to designate. 

Mr. House. Would you care to tell us in summary form what dis- 
closures you would require ¢ 

Secretary Mircneiy. Yes. 

Mr. Ketiey. Would you speak louder, please 

Mr. House. I asked the Secretary whether he would summarize 
for us the disclosure details he would be disposed to require by his 
regulations. 

Secretary Mircuein. Of course, in addition to the normal identifi- 
sation, the name and address of the organization and the title of the 
plan and so forth, we would in the registration statements, for ex- 
ample, of the health and welfare plan, ask for the type of coverage, 
whether it is life insurance, hospitalization, surgical, and the number 
of employees participating. We would ask whether an exemption 
for taxation has been claimed and the contributions that have been 
received. 

In the pension field we would ask questions having to do with the 
administrative functions performed by either the employer or the 
union, the board, the committee or the trustee or insurance carrier; 
for example, maintenance of records, eligibility requirements, how the 
claims are processed, the whole section here on the administration of 
the plan and the amount of brokerage fees paid, the dividends, fees, 
and allowance, and other acquisition costs. 

In the health and welfare field we would ask administrative ques- 
tions in the same way. 

In the insurance field we would ask detailed questions and generally 
the kind of information that would be required would involve iden- 
tifying information, the extent of the coverage, the financing, the 
kind of plan, whether it is audited periodically, and what the collec- 
tion system is that is used, what the assets of the plan are, what the 
liabilities of the plan are, and so forth. 

This is a very detailed and extensive tentative draft of the kind 
of a report that we think is necessary and I think, Mr. House, that 
it would be desirable for you to sit down with one of our people 
who have been immersed in the developments of this and get the 
details beyond that point to which T have gone. 
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Mr. Howse. Mr. Secretary, what I am trying to get at is this: 
Is it not a fact that a great many of the abuses in connection with 
poth welfare and pension plans would not be reflected in the books 
or records of the plan itself because they derived from actions out- 
side the direct activities of the plan? For example, so far as ac- 
quisition costs and commissions are paid by an insurance company, 
you could not reasonably expect the plan itself to report them, could 
you ¢ 

* Secretary Mrrconety. Those that are paid by the insurance com- 
pany ‘ 

Mr. House. Yes. 

Secretary Mrrcneti. Why not? 

Mr. House. Well, is there any basis on which you are in a position 
under this piece of legislation to require the insurance company to 
furnish that information to the plan ? 

Secretary Mircnexy. It is in our form. It may be that, techni- 
cally, you need some legislative change to require it, but the point 
is that, if excessive fees or acquisition costs are paid, certainly at the 
expense of the people who have contributed to the plan, that should 
be known. 

Mr. House. Well, from the books of the plan itself, is it not a fact 
that all the certified public accountant or the plan administrators 
could find would be the actual gross premiums paid and the divi- 
dends, if any, and that they would not find the amount of commis- 
sions or to whom the commissions were paid because such payments 
are not made by the plan ? 

Secretary Mrircnett. What are you driving at, Mr. House? 

Mr. Hovuss. Well, if we go down the list of abuses which you read 
the other day and which we find in the Douglas report, we find that 
several of the most serious abuses are concerned with the payment 
of commissions, and, additionally, the payment of service and admin- 
istration allowances by an insurance company to third persons, not 
the plan itself. Those payments might be to a broker and, in turn, 
the prejudicial payment, that is, the payment that comprises an 
abuse, might be over the table or under the table by the brokerage 
company to a third person. 

Now how could you, under this piece of legislation, require any 
information as to those matters, since that information is not re- 
flected in any way in the books or records of the plan, and officially, 
at least, the administrators of the plan have no direct and no other 
knowledge of them unless they should happen to be in cahoots with 
the people who were guilty of the abuse? 

Secretary Mrrcnety. I gather you think that should be required. 

Mr. Houser. I am supposed here to develop the facts without ex- 
pressing my opinion, and I presented it simply as a question. 

Secretary Mrrenern. As to the question, certainly, the kind of 
conniving that you are talking about ought to be exposed and, if 
our forms and regulations and questions do not or cannot expose it, 
then we ought to look to see how it can be done. That is why I sug- 
gested, Mr. House, since you are going to get into this field, which is 
the highly technical field 
Mr. House. Will the Secretary yield a moment? 
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Secretary Mircuett. Excuse me just a moment. We are en- 
deavoring here, or at least I am endeavoring, to set forth a proposi- 
tion of registration, filing, and disclosure, and generally to say what 
we think should be disclosed. Now, Mr. House, if you are goin 
to embark on a line of questioning having to do with the details o 
what should be asked, I say again the way to get at that, Mr. Chair. 
man, is for this committee to sit down with our technicians who have 
worked on this, who have discussed this whole problem with em- 

loyers, pension actuaries, insurance people, unions, and get the 

nefit of the staff’s thinking in order that we can arrive at some- 
thing that is mutually satisfactory. Mr. House, I do not want to sit 
here, because I am not competent to get into the very detailed area 
into which you are going now. 

Mr. House. Mr. Secretary, I think perhaps I have not made my 
point clear enough. My initial question was directed at the disclosures 
which you would seek under this piece of legislation, but my next 
question was directed to a much broader fact. That is the underlying 
issue as to whether, this piece of legislation is broad enough to permit 
you to require disclosure in the very areas which have been the subject 
of the principal abuses as disclosed by the investigations of the 
Senate committee, of this committee, and of the State of New York. 

Secretary Mircuet. If it is not, we think it should be. 

Mr. House. I would like to go down the list of abuses there. I 
believe I have in front of me a list similar to the one which you read 
yesterday from some notes you had as to the abuses which had 
occurred. Let us take the abuse of switching, for example. I pre- 
sume that when you are empowered to require disclosures of a plan, 
your requests for disclosures must, in reason, be limited to that which 
the books of the plan and activities of the officers acting in their 
capacity as plan officers would exhibit. 

Secretary Mrrcnet.. That is correct. 

Mr. Hovuser. And, perfectly obviously, if there are abuses which 
result from actions by persons outside of the plan operation, although 
possibly in collaboration with plan officials, that would not be reflected 
in the books of the plan and you could not in reason require the plan 
to keep books and records of those facts and transactions. Is that not 
correct ? 

Secretary Mrrcnetx.. Well, of course, there are loopholes in every- 
thing, Mr. House. This legislation does not require that the books of 
plans and the financial affairs of the plans be audited by a certified 
public accountant or, in some States, a licensed accountant, and to the 
extent that there is money under the table and the things of that kind 


which you mention, certainly this legislation is not going to uncover | 


all of that. It cannot be expected to. It can only be expected to if 
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there is a more detailed audit and supervision than this legislation | 


provides for. 

Mr. Ruopes. Mr. Chairman, may I ask a question ? 

Chairman Barpen. Yes. 

Mr. Ruopss. Mr. Secretary and Mr. House, it seems to me that the 
point counsel has brought up is an important one, although technical, 
but. I am wondering if that could not be fairly well solved by some 


provision in the law that, in the instance you speak of, where insurance | 
premiums perhaps include a very large commission which is paid, that | 
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sibility of securing an actuarial breakdown of that premium and re- 
porting that along with the other statistics pertaining to the fund. 
Perhaps it would ‘be nec cessary for them to procure a certificate from 
the insurance carrier, or something of that nature, but if the infor- 
mation were required to be reported, then the burden would be 
on the administrators of the fund to get "that information from,the in- 
surance carrier. I do not think that it would be an unreasonable 
request for a fund to make of an insurance carrier to ask for an actu- 
arial breakdown of the premium. 

Mr. House. Mr. Rhodes, would it not seem that that would then 
require some additional provisions in the statute of a regulatory 
nature going beyond these mere disclosure requirements? 

Mr. Ruoves. If you mean on the insurance carrier, I think not, 
other than perhaps the requirement that any certificate which is given 
as to the breakdown of a premium be an accurate one and stating that 
any violation thereof might be punishable under the applicable law of 
the State in such matters, but I feel that it can be approached on the 
basis of putting the burden of proof on the fund itself or the burden 
of seeking and obtaining the information rather than including any 
broader provisions in this law which might appertain to insurance 
carriers. 

Mr. Fretinecnuysen. Mr. Chairman, could I ask the Secretary a 
question along the same lines ? 

Chairman Barpen. Yes. 

Mr. Frecincuuysen. It would be a very brief question. The ques- 
tionnaire that you would send out to the insurance carriers would 
generally cover the broad areas of commissions and fees paid and be 
reasonably specific so as to give an indication of whether there is 
something that is out of line. Of course, you are not going to ferret 
out, as you suggest, the under-the-table transactions, the specific 
abuses that would not be revealed by such a questionnaire, but you 
would be reasonably detailed in your requests for information; is that 
not so ¢ 

Secretary Mircue.. That is true. 

Mr. Frevincuuysen. I think the danger in this sort of discussion is 
that we will get into too much detail and forget the broad picture. 

Mr. Roosrvert. I think the gentleman from Arizona has properly 
stated the practical side of it from the point of view of the insurance 
business itself. 

Mr. Houser. I will leave that subject for a moment, and I would like 
to get to another point. You estimated yesterday that a budget of 
$2 million would take care of the examination and handling of the 
reports of 250,000 to 500,000 plans, which allows about $4 to $8 per 
plan. 

Secretary Mircuenu. I believe, Mr. House, that I said our estimate 
was based on 250,000. 

Mr. House. That would allow about $8 a plan, would it not? 

Secretary Mircneiu. I do not know. You figured out the arithme- 
tic. I assume you are right. 

Mr. Hovse. Now, I think you also testified that about 90 percent or 
perhaps 85 percent of these plans are employer unilaterally adminis- 
tered plans. 

Secretary Mircneti. That has been the estimate of, I think, the 
Senate committee. 
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Mr. House. Yes. And in turn the vast majority, perhaps 90 per- 
cent of these employer unilateral plans excepting pension plans are 
level-of-benefit plans; is that correct? 

Secretary Mircuetu. I do not know. That has been the estimate of 
other people but, as I said yesterday, no one knows what the extent 
of this problem is. 

Mr. House. Well, that is the estimate of the Douglas committee; 
is it not ? 

Secretary Mircuett. I believe it is; yes. 

Mr. House. Just so that we all understand each other, a level-of- 
benefit plan is this kind of plan: The employer promises the em- 
ployees that he will pay certain benefits in certain contingencies; 
sickness, medical bills, accident, and so forth. 

Secretary Mircue... And often pensions. 

Mr. Houser. And it could cover pensions, too, although that is a 
different type of plan. When he makes this promise, he does not 
promise to put aside any particular amount of money to do so. Some- 
times the employee makes some contribution but I think it is an 
accepted fact, is it not, that the employer must always add money of 
his own in order to carry out his promise. 

Now, in those plans, if it costs the employer more than he antici- 
pated, he makes it up out of his own pocket, and if it costs the employer 
less than he anticipated, he just saves a little bit of money. In an 
instance like that, where is the fund which is held in trust for the | 
employee / 

Mr. Fretincuvysen. In an instance like what, Mr. House? I do 
not understand your questioning very well. You mean a level-of- 
benefit plan ? 

Mr. House. Where the employer makes a promise and no money 
is set aside. 

Mr. FreLINGHUYSEN. You are saying it is an obligation and nota 
trust. 

Mr. Hovsr. It is an obligation and not a trust. 

Mr. Frevincuvuysen. If you are saying that, why not just say it 
and then get on to the question ? 

Mr. House. The question is, what can possibly be done by the em- 
ployer in the way of excessive expense or in any other way which 
hurts the employee, providing he pays the benefit that he has 
promised ? 

Secretary Mircue.yi. Well, if this is a case of not a trust. 

Mr. Hovsr. That is correct. 

Secretary Mircueiyi. Well, are you correct in describing this as the 
level-of-benefit plans? Is it not true that there are so-called level-of- 
benefit plans which are trusts but where the employer says, “We will 
furnish this amount of benefit based upon this number of cents per 


puts up a certain amount of money ? 

Mr. House. Mr. Secretary, are you referring to a case where the 
employer stipulates the amount of money he will put up? 

Secretary Mircueiu. Yes. 

Mr. House. That is not, as I understand it, known as a level-of- 
benefit plan. 


Secretary Mircnets. All right. This is the point I am trying to | 
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benefit plans to the State of New York Insurance Department, and 
I would like to quote this: 

In considering the scope of contemplated legislation, the overriding principle 
should be that, so far as practicable, such legislation extend uniform protection 
under the law. This principle means, in effect, an across-the-board approach, 
encompassing all plans which provide welfare and pension benefits within the 
scope of the regulation regardless of whether they are: 

1. Administered by the union or employer exclusively (unilateral) or jointly 
administered. 

2. Contributory or noncontributory. 

3. Collectively bargained or sponsored independently by the employer or union. 

4. Subject of a contractual obligation or voluntary. 

5. Percentage of payroll, cents per hour, percent of profit, per capita or any 
other formula for determining contributions. 

6. Pay-as-you-go, partially funded or fully funded plans, or 

7. Individual trustee or corporate trustee plans. 


Then you said further: 


However, it is recognized that it is not practicable to include every type of 
plan within the scope of the regulation, nor can the substantive provisions of the 
proposed legislation be applied uniformly to all types of plans. 

Mr. Frevincuuysen. What page is that? 

Secretary Mrrcne.. This is in Mr. House’s report to the State of 
New York Insurance Department on page 239. 

Mr. House. Would you read the next sentence, “Exclusion of level- 
of-benefit plans.” 

Secretary Mircuen.. I was coming to that. I want to make clear 
that this was Mr. House’s philosophy with which I agree and he was 
addressing himself, however, here to the kind of State operation which 
has to do with the supervision, audit, and control of plans, I assume, 
and he decided that it was not practical in that sense, in that context, 
to include level-of-benefit plans. Is that correct? 

Mr. Hovsr. No; I do not think that is a fair construction of the 
statement there, and I am trying to develop the facts here rather than 
refer to my philosophy there, which perhaps should be superseded at 
this point. 

Secretary Mircuetu. I see. 

Mr. Howser. I would like to address myself to this question : In what 
way can an abuse occur with respect to a level-of-benefit plan ? 

I am not referring to a case where the employer puts money aside, 
but as I understand the Douglas report, almost all of the welfare plans 
which are unilateral company administered, and that includes approx- 
imately 90 percent of them, are level-of-benefit plans where the em- 
ployer makes a promise as to the amount of the benefit but does not 
make any promise as to the amount of dollars he will pay. He can 
pay more or less. Whatever it is, he must pay it. He may or may 
not get some contribution from the employee, but it is always recog- 
nized that this is much less than the cost to the employer. When the 
employer says, “I will do this for you, the employee,” and the employee 
gets the fulfillment of the employer’s promise, where is what you 
termed the “equity of the working people” which requires protection ? 

Secretary Mircueiy. The equity of the working people in that case 
is in that case bound up with the solvency of the company. 

Mr. Houser. Would you, therefore, in regulating plans of that kind, 
attempt to get comple te disclosures as to the solvency of the company ? 

Secretary Mircnety. No, I do not think it would be practical, Mr. 
House. I assume that you are talking about a collective bargaining 
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agreement or a unilateral promise where a company says, “We will 
provide”—and an example—“life insurance at no cost to the em- 
ployees,” and it takes out a group policy for all employees. That is 
one example. Is that what you mean? 

Mr. Housr. Yes. 

Secretary Mircueiy. Or if you put it in another context, where an 
employer says, “We will prov ‘ide you with a pension at age 65 after 
20 years of service in this company,” and the employer does nothing 
except depend upon his current income. 

Mr. House. I think we all understand the type of promise we are 
talking about. Is it not a fact that none of the abuses disclosed by 
the Douglas committee, or by this committee, or by the New York 
investigation, had anything to do with level-of-benefit plans? 

Secretary Mrrcuett. I do not know that for a fact, Mr. House. 

Mr. Hovst. Is it not a fact that the abuses of the type described 
there could not exist with respect to a level-of-benefit plan because, 
for example, if the employer spends too much or diverts money from 
its proper purpose and gives it to his brother-in-law or to a special 
insurance agency which kicks back to him, this only relates to the sol- 
vency of the company, and, again, if the promise to pay the life insur- 
ance or pay the sick benefit or pay ‘the doctor is kept, then the employee 
has not been hurt? Are those not the facts? 

Secretary Mircueti. Now I want to get what you are talking about 
here. You are describing level-of- benefit plans in the narrow sense 
where there is no employee contribution. 

Mr. Hovsr. Correct; and they comprise 90 percent of all welfare 
plans. 

Secretary Mircueti. That Iam not sure of. 

Mr. Roosevett. No, sir. 

Secretary Mrrcuett. Where there is no employee contribution. 

Mr. House. Welfare, not pension. 

Secretary Mircuetit. Where there is no employee contribution, 
where the company, the management, promises. 

Mr. Hovusr. There may be an employee contribution, sir. 

Secretary Mircnetn. I see. Now we have widened the level-of- 
benefit plans. 

Mr. Howse. I said at the beginning that there might be some em- 

sloyee contribution, but admittedly it is not set aside in a trust fund 
cee the employee pays and the employer makes the broad promise 
to supply a benefit. 

Secretary Mircuety. It seems to me that if it is not here that the 
way should be found to protect that employee’s interests to the extent 
that he makes the contribution. 

Mr. Hovser. Are not the State laws covering insurance presently 
sufficiently broad to require that if those contributions exceed the cost 
of insurance the excess must be refunded to the contributors and may 
not be retained by the company 

Secretary Mrrcnenx. In wh: at type of benefit ? 

Mr. Howse. In all level-of-benefit plans covered by insurance. 

Secretary Mircnery. I am acquainted with that in life insurance, 
but not in anything else. 

Mr. House. I believe it is true in casualty also. 

Secretary Mircneri. How about hospitalization and sickness and 
surgical ? 


a ee ee 


et @ 4 tet Ot OCU le le eee lk 


~ 


C4 Mew. 





ill 
m- 
is 


an 
ter 
ng 


are 
by 
ork 


ved 
Ise, 
om 
‘ial 
ol- 
ur- 
yee 


out 
nse 


are 


on, 


-of- 
om - 
ind 


nise 


the 
ent 


itly 
20st 
nay 


nce, 


and 


‘cause if the cost of the fund is in any way excessive 


WELFARE AND PENSION FUND LEGISLATION 131 


Mr. House. In any event, getting back to the prime fact that that 
employee pays what he agrees to pay and the employer renders the 
benefit agreed upon, what difference does it make whether the em- 
ployer has wasted or misappropriated money of his own company in 
the process of rendering that benefit? That is, what difference does 
it make except to stockholders of the company ? 

Secretary Mrrcneti. It makes a difference to the employee if he 
does not get what he is promised. 

Mr. House. I say, if he does get the benefit he is promised. 

Mr. Ruopes. May I ask a question there? I am a little confused. 

Secretary Mrrcuey. [ am, too. 

Mr. Ruopes. Are you talking about a plan in which the employees 
contribute certain money but the money is not set aside in trust and 
the relationship is purely that of debtor-creditor between the com- 
pany and employees ? 

Mr. Hovwssg. Not even that, sir. In these level-of-benefit plans the 
employer says, “I will provide these benefits,” and that comprises 90 
percent of all welfare plans, excluding pension plans. 

Now, in some of those cases, but not all, let us say in a majority 
of them, the —— makes a small weekly or monthly contribution. 
He pays it to the employer and the employer, it is understood, just 
puts it in his pocket. He does not have to hold it in trust because at 
the bargaining table with the union, and almost all of these are ham- 
mered out with unions, it has been predetermined that the cost to the 
employer will be very considerably in excess of the employee’s contri- 
bution. All the parties take for granted that the employee is getting 
a bargain inasense. Therefore, the employer does not put it in trust. 
He knows he is going to have to pay more. In some cases the em- 
ployer will get insurance and someone will come along and say, “Well, 
you have purchased insurance more expensively than you should have 
purchased it.” This is a typical abuse charged against these plans: 
“You purchased insurance from a friend who is a broker or from an 
insurance company which has two directors who are also directors of 
your company.” 

The question I am raising, and it relates to the question of whether 
we should regulate this 90 percent of the 250,000 plans, is this: Sup- 
— that the company has done these things. The employee gets his 

enefit. Should it make any difference whether that costs the em- 
ployer $100,000 or $150,000 ? 

Mr. Ruopes. You are talking about the situation where this was 
arrived at by collective bargaining and where money was paid in by 
the employees and where, presumably, the money paid in was in ex- 
cess of the net amount which was necessary, to purchase the benefits 
which were promised the employee. 

Mr. Hovusr. I am talking about level-of-benefit plans. In the level- 
of-benefit plans it is not necessarily a fact that they were arrived at 
by collective bargaining. It is not necessarily a fact that the em- 
ployee contributes. 

Mr. Frevincnvysen. It includes those two things ? 

Mr. House. Yes, it may. 

Mr. Roosrvetr. Mr. Secretary, having been somewhat in the busi- 
ness, I think the employee has a very definite stake in this thing, be- 
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Mr. Hovuss. There is no fund. 

Mr. Roosrverr. Or if the cost of the premium is excessive and even- 
tually the company does not get what it thinks it should get in order 
to pay the benefits which have been hammered out in collective bar- 
gaining, the eventual result of such a plan always is chaos as far as 
the insurance ¢ ompany is concerned, and these employees then go back 
onto the problem of how to get adequate coverage, and because they 
have had a bad experience, their basic equity is In serious trouble. 
If it has been because of the fact that, let us say, the employer did 
buy through a brother-in-law or through some other basis, or maybe 
through the administrative processes the company was receiving too 
much in the way of expense money rather than the insurance com- 
pany, this plan ends up in chaos and the employee in the end may get 
what he is promised that one year, but the next year he is going to 
have a devil of a time getting what he ought to get. 

Mr. Hovusse. Mr. Roosevelt, as I understand, he gets it that way this 
year, and the next year if the company is solvent the company still 
has to give it to him. I may ask, has there been a single case in which 
under a level-of-benefits plan where the employer makes an absolute 
promise to do certain things, those benefits are not delivered without 
insolvency of the company / 

Mr. Roosrverr. I have seen many level-of-benefit plans abandoned 
because of mismanagement by the employer and then having to go 
back to a contribution system where the employee had to pay a vast 
proportion of it, which he would not have had to pay if proper stand- 
ards had been in effect, which I think would come through publica- 
tion or through exposure in the law. 

Chairman Barpven. I do not want to interrupt your line of thought, 
but let us understand this now. Do I understand that there is any- 
body advocating going back of the bargaining table when the union 
representatives and management sit down and agree upon a plan and 
agree upon whether it be level of benefits, and disturb the relation- 
ship that exists between the parties at the bargaining table? 

Mr. Roosrvetr. No, sir. My understanding is that the proposed 
legislation only calls for publication of the facts. 

‘Chairman Barpen. You just used the term “they sat down at the 
bargaining table and agreed to this.” Then the Great White Father 
should go in there and tell them whether they are right or wrong. 

Mr. Roosrverr. No, sir; I did not say that at all. What I said was 
that after they had sat down at the bargaining table and reached an 
agreement and then the plan was put into operation, as I understand, 
it would be required that the plan be exposed to public view, accord- 
ing to the legislation. 

Chairman Barpen. Whether they liked it or not? 

Mr. Roosrvett. Whether anybody liked it or not, if it is the law it 
would have to be done. I think I could say that I do not think the 
employee would have any objection to having it made public. 

Mr. Ruopes. I think the gentleman a California has in mind 
making certain that what is arrived at at the bargaining table 


actually delivered rather than going behind the bargaining. In other 


words, certain things are promised in the way of benefits that will 
cost a certain amount. 


2 9 opm ee pen 9 5 ae es a a = + EA SR 


en 


£0 


oF 
Oy 


ho 


pa 


in 
his 
th 


We 
an 





er 


ey 


11S 
ill 
ch 
ite 
ut 


ed 
20 
ust 
1d- 
“A- 


ht, 
Ly- 
on 
nd 
n- 


rit 
the 


nd 


yer 


rill 


























| 
| 


WELFARE AND PENSION FUND LEGISLATION 133 


And that management will not make it impossible for him to get a 
fair treatment in the future because of some hidden machinations 
which would not be hidden if the legislation is adopted. 

Chairman Barpen. Mr. House, | want you to continue, but at this 
point I want to say this: that here i is one man that is going to be very, 
very reluctant to approve anything that goes back and disturbs and 
takes from what the parties at the bargaining table agree to. 

Secretary Mircueiy. That is not the intention of this legislation. 

Mr. Ruopes. I do not think that this law would do that in any way, 
shape, or form. 

Mr. Frevincuuysen. Mr. House, as I understand your line of ques- 
tioning, you are asking the Secretary to rejustify his argument that 
all these plans should be included in any disclosure statute. 

Mr. House. Specifically, that level-of-benefits plans should be in- 
cluded. 

Mr. FrevincHuysen. So we are really asking for a restatement of 
why the Secretary feels that all these plans should be included in this 
statute. 

Chairman Barpen. Let me say this to the gentleman now: There 
is more than one thing that bears upon the solvenc ‘y of the company. 
If, for instance, they agree upon wages and it develops that business 
goes bad and so forth, the Government is not going to step in and say, 
“Well, now, this has bearing upon the solvency of this company. Do 
not pay this much wages.” 

Mr. Frevincuuysen. I am not talking about the solvency of a com- 
pany. I am trying to understand Mr. House’s reasoning. 

Chairman Barpen. The plan has bearing on the solvency of the 
company. There are many things if you open that Pandora’s box. 

Mr. House. Will the gentleman yield? 

Chairman Barpen. You have the floor. 

Mr. Houser. If it comes to inquiring as to the cost of performance of 
the benefits promised by the employer as bearing on his solvency, I 
think we all underst: ind that his solvency is the only thing that could 
limit his carrying out the level-of-benefits promise. 

Why should we not in the welfare plan legislation require him to 
disclose and justify, let us say, his other business expenses such as the 
expense of building a new factory or showing that he did not engage 
in hidden machinations or collusive arr angements with friends to pay 
his comptroller or vice president or secretary excessive amounts since 
they all bear equally on solvency ? 

Secretary Mrrcrnet. Mr. House, I am going to make it clear that 
we are not suggesting that we go into the solvency of the company 
and it seems to me, Mr. Chairman, again, that many of the questions 
which Mr. House is addressing himself to can be ironed out, I am sure, 
to his satisfaction if he will take the time to sit down with me or with 
our staff and go over all of these proposed questions which we 
tentatively think are germane to this subject. 

In the case of a level-of-benefits plan, I am sure that if you saw 
the line of questions that we have thought through here, that you 
would come to the conclusion that we are not getting into the solvency 
of the company. We are getting into areas in the insurance field 
such as the fees and other allowances and the brokerage commission 
paid and so on. 
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Mr. Hovsr. What is the purpose, if I may ask, of inquiring into 
the expense to the employer of his insurance or anything else in con- 
nection with a level-of-benefits plan unless that purpose is to do 
exactly what I think you said yesterday you did not want todo? You 
did not want to sit down at a bargaining table or interfere with man- 
agement-labor relations. 

Secretary Mrrconety. That is right. 

Mr. Houser. Is not the purpose of such questions simply to afford 
a factual basis on which the union, and maybe quite properly, can 
demand more benefits or less contributions from the workers at the 
next bargaining session at the bargaining table? 

Secretary Mircue.u. No, I do not think that is the purpose of the 
question. I think the purpose of the question is to do what Mr. 
Roosevelt suggests, to see to it that even though this may be manage- 
ment’s complete expense, that there is a reasonable hope that the 
benefits to be paid will be paid. I did not know that, but as he indi- 
cated, there were cases of abuses which affected the welfare of the 
employees. 

Mr. House. Not one such case turned up either in the Douglas com- 
mittee report or in this committee’s investigations or in the New York 
committee investigations; did it? 

Secretary Mrrcnety. I do not know. I have not read them care- 
fully enough. 

Mr. House. I think you can accept that as a fact. 

Chairman Barpen. Let me interpose this, Mr. Secretary. My mind 
was running along this line. This committee has the responsibility 
of sizing up the size of this problem. In your opening statement 
before the committee, you referred to 75 million people and you re- 
ferred to the amount in dollars which was an implication that it was 
your intention that all of these should be covered and affected and so 
forth. 

Secretary Mircnety. That is right, sir. 

Chairman Barven. I think the purpose of Mr. House’s question 
was to try to determine whether or not it was either feasible or prac- 
tical for us to attempt to try to cover all of these plans because some 
of them are the result of bargaining agreements signed and agreed to 
between the employees and the employer at the bargaining table and 
in which there is no fund set up. 

Now, I wonder if the committee is going to eventually arrive at the 
point where we feel an obligation to reach in and take hold of a lot 
of things which we have no business taking hold of. 

Secretary Mrrenett. Mr. Chairman, if I may comment. 

Chairman Barpen. If we can, by analyzing these and taking out 
this group and taking out that group, arrive at a number, it would 
present a different picture if we had 15 million rather than 75 million 
people. 

Mr. House. May I tie that question down? 

Chairman Barpen. Yes. 

Mr. House. If we could eliminate from the 250,000 plans the 
amount estimated to be unilateral level-of-benefits, or even excluding 
pension plans if that were only 70 percent, would you not on the re- 
maining 25,000 or 50,000 or 75,000 plans be able to do a far better job 
with the same budget than you could at the rate of $8 a plan on 250,- 
000 plans? 
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Secretary Mrrcneiu. It seems to me, Mr. House, that you are cava- 
lierly eliminating the plans that involve a great many people and I do 
not think they can be or should be eliminated. You say that the level- 
of-benefit plans represent 90 percent of these plans. That may be a 
fact. I do not know. 

You say also that the level-of-benefit —_ if I understand you, 
mean plans which are completely financed by the employer in which 
he makes a definite promise where there is no trust. A level-of-benefit 
plan means a plan where there is an employee contribution and an 
employer contribution also, but that the employer agrees that he will 
furnish such and such benefit even though the contribution of both 
the employer and employee did not meet the costs of such benefits. 
You are saying that the level-of-benefit plans are the result of collec- 
tive bargaining sometimes and sometimes they are not the result of 
collective bargaining. 

In other words, as I understand your definition of level-of-benefit 
plans, it is completely broad, is that correct ? 

Mr. Howse. The subsidiary characteristics are not important. The 
central fact is that the employer makes a promise as to the ultimate 
benefit. Now, if it is a fact that every one of the abuses found by 
the Douglas committee investigator, by this committee, or by the 
New York investigation, related to plans where there were funds and 
they all related to cases where the funds were or should have been 
trust funds, then in these level-of-benefit plans, where there is no fund 
such abuses simply could not exist because they have no application. 

Why then, in your opinion, should this new regulation, this new 
intrusion in the regulation of the affairs of companies and citizens, be 
developed in an area where no abuses have been shown to exist ? 

Secretary Mircuety. Well, let me ask you this question, if I may, 
in order to answer you. 

Would you describe this to be a level-of-benefit plan: where an 
employee or a group of employees make a contribution to a group life 
insurance policy and the employer makes a contribution to a group life 
insurance policy ¢ 

Mr. Housr. As soon as the employer promises a dollar contribution, 
it is not a level-of-benefit plan. 

Secretary Mircuey. I thought you said it was. 

Mr. Hovusg. Only the employee may make a contribution. The em- 
ployer pays the cost, but not in terms of any stated amount or percent- 
age of contribution. He underwrites the entire cost above the em- 
ployees’ contribution, if there is any. 

Secretary Mitcuet. Well, it seems to me then that if the employee 
makes the contribution, the employee has a right to know what is 
done with his money because it is conceivable that his money is not 
buying as much benefit as it might buy. 

Chairman, Barven. Would this clear it somewhat? You speak 
of contributions and in some of these the employee pays. You call 
it what you please, but just say he pays $1 and they agree on that at 
the bargaining table. He gets for that $1, say, $10 in benefits and 
that is agreed to. The rest of it is the employer’s problem. He 
handles the whole paying of it and picks up the paycheck and that 
is all understood and agreed and the details of it worked out as to 
exactly how it shall be at the bargaining table. 

Is it your thought that they should come under this law ? 
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Secretary Mrrcnexy. It was my thought, Mr. Chairman, that be- 
cause of the lack of knowledge of this field, and it is obvious every time 
I get into a discussion of it that there is a lack of knowledge of the 
type of plan, the coverage and so on, as I said yesterday in my pre- 
pared testimony, I think | that the time has come when there should be 
some overall filing and registration of these plans so that we can 
grapple with the problem based on information rather than estimates 
and guess, and that in the first instance the most comprehensive filing 
requirement should be asked for, and then, based upon that informa- 
tion, the Congress can then decide what it wants to include and what 
it wants to exclude. 

I have borne in mind always, Mr. Chairman, that the major objec- 
tive here, from my point of view anyway, has been the protection of 
the equity of the individual working men and women in these plans, 

Chairman Barpen. Right at that point, do you not owe a higher 
duty to the protection of the right of free and ‘untrammeled and un- 
interfered with bargaining at the bargaining table with the definite 
assurance that the bargainer and the ‘bargainee can rely upon what 
agreement they have reached ? 

Secretary MitcnHetu. Yes, sir. 

Chairman Barpen. And not that we must go in and begin to arouse 
controversies and strife and that kind of thing where we have no 
business. 

Secretary Mircnety. I would agree with you, Mr. Chairman, but 
I do not believe that this legislation in any way interferes or tres- 
passes on collective bargaining. 

Chairman Barpen. Suppose they have said in this bargaining 
agreement that this is a matter between the union members and the 
employers? 

Secretary Mrrcne.yi. Most bargaining agreements do say that, sir. 

Chairman Barpen. Then what business have we in it ? 

Secretary Mrrcuety. Well, based upon the investigations that have 
been held by this committee and by the Senate also, it is in this very 
area of collectively bargained agreements that abuses have heen 
found. 

Mr. Boscu. Mr. Chairman, I raise a question. 

Chairman Barpen. [ am going to let somebody else step into that 
fight with the system of bargaining at the bargaining table. I believe 
I will let you take that one alone. 

Secretary Mrrcne uy. I am not arguing, sir. 

Mr. Boscu. I raise a point of order. The House is in session. 

Chairman Barpen. Mr. Secretary, we appreciate your coming down 
before the committee. You have certainly done, I think, a good job. 
You have tried to cooperate with the members. We have enjoyed 
your visit and hope you will come back. : 

Secretary Mitrcuety. I have enjoyed being here and ] hope the 
committee will act favorably on this legislation. 

Chairman Barpen. I am sorry to interrupt your questioning, Mr. 
House, but the Secretary has some other engagements. He was re- 
quired to cancel some today and I do not wish to further detain him. 

The committee will meet tomorrow morning at 9: 30. 

(Whereupon, at 12:15 p. m., the committee recessed, to reconvene 
at 9:30 a. m., on Friday, June 28, 1957.) 
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FRIDAY, JUNE 28, 1957 


Hovusr or REPRESENTATIVES, 
Com™itrer ON Epucatrion AND LABor, 
: Washington, D. C. 

The committee met at 10 a. m., pursuant to notice, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman) 
presiding. 

Present: Representatives Barden, Kelley, Perkins, Wier, Elliott, 
Green, Roosevelt, Holland, McGovern, Gwinn, Holt, Rhodes, Freling- 
huysen, Nicholson, Ayres, Griffin, and Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. 
Graham, minority clerk; A. Regis Kelley, clerk; Robert E. McCord, 
clerk; Martin S. House, special counsel on welfare and pension legis- 
lation; Kennedy W. Ward, assistant general counsel; and Russell C. 
Derrickson, chief investigator. 

Chairman Barpen. The committee will come to order. 

Ladies and gentlemen of the committee, we have with us this morn- 
ing Mr. Andrew J. Biemiller, director of the department of legisla- 
tion, AFL-CIO. We are glad to hear from Mr. Biemiller at this 
time. 


STATEMENTS OF ANDREW J. BIEMILLER, DIRECTOR, DEPART- 
MENT OF LEGISLATION; NELSON H. CRUIKSHANK, DIRECTOR, 
DEPARTMENT OF SOCIAL SECURITY; AND J. LANE KIRKLAND, 
ASSISTANT DIRECTOR, DEPARTMENT OF SOCIAL SECURITY, 
AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUS- 
TRIAL ORGANIZATIONS 


Mr. Bremer. Mr. Chairman, for the record my name is Andrew 
J. Biemiller. I am director of the department of legislation of the 
American Federation of Labor and Congress of Industrial Organi- 
zations with offices at 815 16th Street, Washington, D.C. Iam accom- 
panied by Mr. Nelson Cruikshank, the director of the department 
of social security of the AFL-CIO, and Mr. J. Lane Kirkland, the 
assistant director of that department. 

As questions and colloquies proceed, I would appreciate it if they 
would be permitted to participate in such discussion. ; 

For the past 3 years, the American Federation of Labor and Con- 
gress of Industrial Organizations—both as a merged organization 
and separately prior to the merger—has been urging the enactment 
of disclosure legislation as an aid to the protection of the rights and 
interests of workers and the public at large in the honest and efficient 
operation of group health, welfare, and pension programs. In our 
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firm opinion, at this late date, neither further investigation nor addi- 
tional studies are required to demonstrate the need for the type of 
legislation that we advocate. 

The need is obvious and pressing. The investigations and studies 
that have already been conducted and completed have demonstrated 
it conclusively. There are numerous bills now before this committee 
which provide a sound basis for early legislation. What is needed 
now is prompt action on these measures by this committee and by the 
Congress. 

One of the first actions by the AFL-CIO, at our first constitutional 
convention in December 1955, was the adoption of a resolution em- 
bodying a comprehensive program of action to assure the proper 
operation of health, welfare, and pension plans. This was not a new 
program then, but was simply an amalgamation of similar programs 
that had been independently adopted the year before the merger by 
both the AFL and the CIO. 

I should like, at this point, to submit to the committee, for inclusion 
in the record, a copy of that resolution. 

Chairman Barpen. Will the gentleman let me interrupt there? 

Mr. Bremitier. Surely. 

Chairman Barpen. I wonder if you would furnish for the record 
a copy of that resolution. 

Mr. Bremmuer. Yes. I should like at this point to submit for the 
committee for inclusion in the record a copy of that resolution. I 
believe, Mr. Chairman, copies have been distributed to the members 
this morning. If not, we have them here. 

The CrarrMaAn. Without objection, it may be inserted. 

(The resolution referred to follows :) 


AFL-CIO 1955 CONVENTION RESOLUTIONS ON HEALTH AND WELFARE PLAN 
ADMINISTRATION 


Published by American Federation of Labor and Congress of Industrial 
Organizations, Washington, D. C. AFL-CIO Publication No. 10 


HEALTH AND WELFARE PLAN ADMINISTRATION 


In the development, through the process of collective bargaining, of plans 
designed to provide some measure of protection to the health and welfare of 
wage earners and their families, the labor movement is fulfilling its historic 
role. Having been denied by the Government the comprehensive health insur- 
ance protection for the people of the Nation, which organized labor has advo- 
sated for many years, trade unions have secured for their members the best 
protection available. 

The task of administering and operating these programs has placed heavy, 
new responsibilities upon the shoulders of trade-union officials. The funds 
involved must be regarded as the common property of the workers covered by 
these plans, for they have been paid for through labor performed in exchange. 
They must, therefore, be administered as a high trust for the benefit only of 
the workers covered. The trustees or administrators of health, welfare, and 
retirement programs, whether union, management, or joint, as well as all 
others exercising responsibility in connection with such programs, have the 
obligation to make sure that maximum benefits are provided for the money 
available, and that the highest ethical standards are observed and rigorously 
followed. 

In the pursuit of their responsibilities as autonomous organizations in the 
direction of their internal affairs, it is incumbent upon each national and inter- 
national union affiliated with the American Federation of Labor the Congress of 
Industrial Organizations to take such steps as are necessary to protect the 
interests of its members in the operation of health and welfare programs, in 
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the manner best suited to the particular problems and practices in its trade or 
industry. Where constitutional amendments or changes in internal adminis- 
trative procedure are necessary to provide this protection, such amendments 
and changes should be undertaken at the earliest practicable time. They 
should be designed to provide national and international unions with the means 
and the authority to audit funds and apply remedies where there is evidence of 
a violation of ethical standards. To aid affiliated organizations in the per- 
formance of this responsibility, and as a guide to trade-union officials engaged 
in the administration of health and welfare programs, a uniform code of ethical 
standards—in keeping with standards adopted separately heretofore by both 
the American Federation of Labor and the Congress of Industrial Organiza- 
tions—should be adopted by the first convention of the American Federation 
of Labor and Congress of Industrial Organizations. These guides and stand- 
ards should receive the widest distribution throughout the ranks of the trade- 
union movement. 

While unions affiliated with the American Federation of Labor and Congress 
of Industrial Organizations can, with the aid of these standards, be relied upon 
to keep their own houses in order, there are problems in other areas of the health 
and welfare field, and particularly in the area of commercial insurance practices, 
which require legislative action. 

Now, therefore, be it resolved: 

1. In the administration of health and welfare plans, the following principles 
should be observed : 

(a) Where a salaried union official serves as employee representative or 
trustee in the administration of a health, welfare, or retirement program, such 
service should be regarded as one of the functions expected to be performed by 
a union official in the normal course of his duties and not as an extra function 
requiring further compensation, over and above his salary, from the welfare 
fund. Officials who already receive full-time pay from their union should not 
receive fees or salaries from a welfare fund. 

(b) Union officials, employees, or any other persons acting as agent or repre- 
sentative of the union who exercise responsibility or influence in the adminis- 
tration of welfare programs or the placement of insurance contracts should be 
entirely free of any compromising personal ties, direct or indirect, with outside 
agencies—such as insurance carriers, brokers, consultants, and others—doing 
business with the welfare plan. Such ties cannot be reconciled with their duty 
to be guided solely by the best interests of the membership in any transactions 
with such agencies. Any union official found to be involved in such ties to his 
own personal advantage, or to have accepted inducements, benefits, or favors of 
any kind from such outside agencies, should be removed. 

This principle should not be construed to prevent an outside relationship on 
the part of a union officer or employee where (i) no substantial personal advan- 
tage is derived from the relationship, and (ii) the concern or enterprise is one 
in the management of which the union participates for the benefit of its members. 

(c) Where any trustee—whether employer, employee, or neutral—of employee 
of a health and welfare program is found to have received an unethical payment, 
the union should insist upon his removal and appropriate legal action against 
both the party receiving and the party making the payment. In addition, if an 
insurance carrier or agent is involved, action against the carrier or agent should 
be pressed before the State insurance authorities, with a view to the cancellation 
of the carrier’s or agent’s right to do business in the State. 

(d) Complete records of the financial operations of welfare funds and pro- 
grams should be maintained in accordance with the best accepted accounting 
practice. All welfare funds should be audited at least semiannually by certified 
public accountants of unquestioned professional integrity, who should certify 
that the audits fully and comprehensively show the financial condition of the 
funds and results of the operation of these funds. All audit reports should be 
available to the membership of the union. 

(e) There should be full disclosure and report to the beneficiaries at least 
once each year by the trustees or administrators of welfare funds. Included 
in the report should be a detailed statement of receipts and expenses; all salaries 
and fees paid by the fund, to whom and in what amount such sums were paid, 
and for what service or purpose; a breakdown of insurance premium payments, 
if a commercial insurance carrier is involved, showing the amount of retentions, 
claims paid, dividends, commissions, and service charges and to whom the ear- 
rier paid such commissions and charges ; a financial statement on the part of the 
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insuring or service agency, if an agency other than a commercial insurance 
carrier is employed; and a detailed account of the manner in which the reserves 
held by the fund are invested. 

(f) Prior to the initial establishment of the plan, the relative advantages of 
all of the alternative available methods of providing health and welfare benefits 
should be fully explored, including self-insurance and the use of programs pro- 
viding prepaid direct medical services where they exist or can be set up in 
the community, as well as the use of commercial insurance carriers. The 
objective should be to reduce operating expenses and nonbenefit costs to the 
minimum consistent with the safety and security of the program, and to make 
available to the members the maximum in terms of actual prepaid health services 
(as distinguished from cash payments covering an unpredictable portion of 
actual medical bills) obtainable within the limits of the revenue of the fund. 

(7g) Where health and welfare benefits are provided through the use of a 
commercial insurance carrier, the carrier should be selected through competitive 
bids solicited from a substantial number of reliable companies, on the basis of 
the lowest net cost for the given benefits submitted by a responsible carrier, taking 
into consideration such factors as comparative retention rates, financial responsi- 
bility, facilities for and promptness in servicing claims, and the past record of 
the carrier, including its record in dealing with trade unions representing its 
employees. 

The trustees of the fund should be required to state in writing and to report 
to the membership the specific reasons for the selection of the carrier finally 
chosen. The carrier should be required to warrant that no fee or other re- 
muneration has been paid, directly or indirectly, to any representative of the 
parties in connection with the business of the fund. 

(hk) Complete records of the claims experience should be kept so that a 
constant check can be maintained on the relationship between claims and 
premiums and dividends, and on the utilization of the various benefits. In the 
case of medical benefits, records and statistics should also be kept, where pos- 
sible, showing the extent to which benefits paid out are sufficient to cover, or 
fail to cover, the costs and charges actually incurred by the members when they 
avail themselves of medical services. 

(i) The investment of welfare fund reserves in the business of any contributing 
employer, insurance carrier or agency doing business with the fund, or in 
any enterprise in which any trustee, officer or employee of the fund has a personal 
financial interest of such a nature as to be affected by the fund’s investment or 
disinvestment, should be prohibited. 

(This is not to be construed as preventing investment in an enterprise in 
which a union official is engaged by virtue of his office, provided (i) no sub- 
stantial personal advantage is derived from the relationship, and (ii) the con- 
cern or enterprise is one in the management of which the union participates for 
the benefit of its members. ) 

(j) The provisions of the plan governing eligibility for benefits should be de- 
signed to include, as nearly as practicable, all workers on whose wages any sub- 
stantial contribution has been paid, whether such contribution was withheld from 
their wages or made on their behalf by their employers. Waiting periods for 
eligibility should not be of such a length as to discriminate unfairly against some 
portions of the membership, to the benefit of others. 

(k) Every program should incorporate an adequate appeals procedure as 
a check against the arbitrary or unjust denial of claims, so as to afford the 
individual mmeber a fair hearing and a sufficient opportunity to obtain redress 
where he feels his claim for benefits has been improperly rejected. 

1. The duty of policing and enforcing these standards is shared by every 
union member, as well as by local, national and international officials. The 
best safeguard against abuses lies in the hands of a vigilant, informed and 
active membership, jealous of their rights and interests in the operation 
of health and welfare programs, as well as any other trade union program. 
As a fundamental part of any approach to the problem of policing health and 
welfare funds, affiliated unions, through education, publicity and discussion 
programs, should seek to develop the widest possible degree of active and in- 
formed interest in all phases of these programs on the part of the member- 
ship at large. International unions should, wherever possible, have expert 
advice available for the negotiation, establishment and administration of 
health and welfare plans, and should provide training for union representa- 
tives in the techniques and standards of proper administration of welfare 
plans. 
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2, Legislation should be enacted by the Congress of the United States re- 
quiring annual reports and public disclosure of the financial operations of 
health, welfare and pension plans, including the details of the related finan- 
cial transactions of insurance carriers and/or service agencies. Such legisla- 
tion should contain the following essential elements: 

(a) The law should be adopted and administered at the Federal level rather 
than through a multiplicity of State agencies. Parties responsible for the 
operation of health and welfare plans should be required to file reports with 
the Federal Government, regardless of whether or not they also file with a 
State governmental agency. As an expression of the public interest in the 
operation of tax-exempt programs and so as to avoid the complexity of de- 
termining whether such plans are intrastate or interstate in character, the re- 
porting and disclosure requirement should be made a function of the Federal tax 
power. 

(b) The filing and disclosure requirement should apply to all types of group 
health, welfare and pension plans, including those administered unilaterally as 
well as those administered jointly. 

(c) The party or parties responsible for the administration of a health, 
welfare or pension plan should be required to report the financial details of 
plan operations annually, on a standard form, with the Internal Revenue Service. 
The report should disclose, in adequate detail, the operations, transactions, 
expenses and investments of the fund. If a private insurance carrier is employed, 
the report should be accompanied by a statement from the carrier covering 
the particular account involved and containing a breakdown of premiums and 
retentions, showing the amount of dividends or rate credits paid or dune, claims 
experience, the amount of commissions and service charges, and to whom those 
commissions and charges were paid. 

The law should provide criminal penalties for nonfiling or false filing. 
While the Internal Revenue Service should not be granted the power to with- 
hold approval of a health and welfare plan so as to delay its establishment 
or to require approval in advance of establishment as a condition of tax 
exemption, as a result of this legislation, the Service would be able to use the 
information contained in these reports as an aid to its normal enforcement 
operations. 

(d) The party or parties responsible for filing these reports shall also, 
and at the same time, file a certified duplicate copy with the Department of 
Labor. It shall then be the duty of the Department of Labor to make these 
reports freely available on request to parties authorized to receive them— 
which shall include individual employees and their colletive bargaining repre- 
sentatives, authorized Government agenies and committees of Congress, and, 
State insurance departments. It shall also he the duty of the Department of 
Labor to undertake and to make publie analytical studies and statistical sum- 
maries of the information derived through these reports. 

The proposed statute should spell out in detail the information to be sought 
in a disclosure form with authority lodged in the Secretary of Labor to prescribe 
appropriate rules. In addition, since the whole field of health, welfare, and 
pension plans is still in such a fluid state, the law should require the establish- 
ment of an advisory committee to meet at regular interfals and to be composed 
of representatives from the important intrest groups including organized labor. 
The purpose of the advisory committee would be to provide guidance to the 
Government in the formulation of the idsclosure schedule and in the adminis- 
tration of the act. 

3. Legislation should be sought in the several States so as to achieve the 
following objectives: 

(a) State insurance laws should be amended so that in cases where an agent 
or broker is not employed and no such services are rendered, the requirement 
that commissions must nevertheless be paid to an agnt or retained by the in- 
surance carrier is eliminated. 

(b) Where the services of agents or brokers are employed, the payment of 
excessive commissions and service charges should be banned. A code of 
standards governing commissions and charges should be adopted and enforced 
by State insurance commissions. 

(c) State regulatory bodies governing insurance operations should be made 
more representative of the public and consumer interest. At present State 
insurance commissions and departments tend to reflect and to be dominatd by 
the special interests of the insurance industry. 
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(d) State insurance commissions and departments should be required to 
assume and exercise a greater degree of responsibility for the integrity, com- 
petence and character of agents and brokers who are licensed by the State. 
At the present time, such a license is virtually meaningless and offers no assur- 
ance to the public that a person having a license is reliable or subject to any 
really effective checks, surveillance or standards. As a minimum step, as a 
requirement for securing and holding a license, the records and accounts of agents 
and brokers should be subject to regular and thorough inspections, and they 
should be required to file regular reports with State insurance commissions dis- 
closing and identifying every fee and commission received in connection with a 
group policy, issued as a part of a health and welfare plan, and the nature and 
purpose of expenditures made in the course of their business operations. The 
charging of excess fees, commissions, or expenses and the making of unethical 
or improper payments to secure or to hold an account should result in the prompt 
revocation of the license to operate. 

(e) Laws which, in a number of States, now stand in the way of the develop 
ment of consumer-sponsored, nonprofit medical service prepayment plans should 
be repealed, so as to make constructive alternatives to limited cash indemnity 
insurance plans more generally available to trade unions and other consumer 
groups. 

(f) Laws which, in a number of States, prohibit employers from withholding 
any part of wages earned by an employee (except taxes) without written authori- 
zation, should be amended so as to exempt from such prohibitions deductions 
made for health and welfare plans developed through collective bargaining by 
employers and bona fide trade unions. 

(g) The fiduciary obligations generally applicable to trustees under State 
law should be applicable to trustees of health and welfare plans. If additional 
legislation is necessary to bring about the result, it should be enacted. 

Mr. Bremuter. That resolution deals with three broad aspects of 
the problem. First, it sets forth, in considerable detail, certain stand- 
ards of ethical and efficient administration as a guide to union officers 
in the performance of their duties wherever they are called upon to 
play a responsible role in the development and operation of health 
and welfare plans. We believe that the diligent application of these 
standards will effectively close any avenues of possible corruption or 
abuse in those plans where trade unions exercise or share with man- 
agement, a direct administration function. The self-policing mecha- 
nism represented by the enforcement of these standards cannot, how- 
ever, reach those situations where the administrative responsibility 
rests entirely in the hands of persons other than the officers of trade 
unions affiliated with the AFL-CIO. 

This code has been and is being quite generally adopted and en- 
forced by the various international unions affiliated with the AFL- 
CIO with respect to their local bodies. They are being enforced 
directly by the AFL-CIO in the case of directly affiliated local unions 
and in the case of international unions found to be dominated by 
corrupt influences. The self-policing action that has been taken by 
the AFL-CIO and it international affiliates to date clearly demon- 
strates that these standards are not just an empty gesture, that they 
are being and will be enforced to the full extent of the powers and 
procedures that are available for that purpose. In the light of this 
action, it is fair to say that today the beneficiaries of health, welfare, 

and pension plans, in which 2 ig hg of AFL-CIO trade unions 
share administrative responsibility, have more real protection and a 
more effective channel for the redress of grievances and the enforce- 
ment of rights than have those covered by any other type of plan. 

In many respects, these self-policing standards can have a more 
constructive effect than it would be possible to achieve through regu- 
latory legislation. It is difficult and, in fact, inadvisable to attempt 
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to legislate against deviations from high ethical standards, as dis- 
tinguished from the more obvious acts of outright theft or corrup- 
tion. Self-policing action, and the pressure of moral force can, on 
the other hand, achieve a high degree of conformity with acceptable 
standards of propriety—provided the transactions involved in the 
operation of these plans are not allowed to be hidden from the public 
eye. 
Our convention resolution also calls for certain reforms and im- 
provements in the regulation, by the various States, of commercial 
insurance practices, and in the enforcement of the fiduciary obliga- 
tions of trustees. This position is based upon a recognition of the 
fact that the supervision of insurance companies, agents and brokers 
is, under existing law, a State responsibility. To undertake these 
reforms and improvements through Federal legislation would amount 
to a fundamental change in this present allocation of regulatory au- 
thority and responsibility and a partial reversal to the policy hitherto 
expressed by Congress in the McCarran Act. Although we believe 
that the adequacy and effectiveness of insurance industry regulation 
by the States is a proper subject of inquiry by the Congress, we are 
not now proposing Federal legislation in this particular area. Such 
legislation would require the consideration of problems and issues 
which are probably outside the present purview of the Committee on 
Education and Labor. 

Chairman Barpen. May I just inquire for the purpose of clarifica- 
tion, is it your contention that at the present time in the light of the 
doctrine of preemption established by the present Supreme Court that 
the States could invade this field now ? 

Mr. Bremier. Our contention is just the reverse. Our contention 
is that by the McCarran Act of 1945 that this area has been expressly 
given to the States by the Congress and that act reads, if I recall 
correctly, Mr. Chairman, that unless the Congress takes positive ac- 
tion to the contrary that it is the rule of the Congress that all matters 
of regualtion of insurance are reserved to the States. That is bill 
S. 340 which passed the 79th Congress. 

Chairman Barpen. What is the public law? 

Mr. Bremitter. The public law is Public Law 15 of the 79th Con- 
gress, 1st session. 

Chairman Barpen. I had not reviewed the McCarran Act in the 
light of this insurance but I am sure the State of Washington would 
he interested. 

Mr. Bremiuier. This bill deals exclusively with the question of 
msurance. 

Chairman Barpen. I started to say that I am quite sure that the 
surance commissioner of the State of Washington would be de- 
lighted to have assurance that he would be protected. 

May I call on counsel for comment on that. Mr. House, have you 
reviewed the McCarran Act? 

Mr. House. I am generally familiar with it and I think there is no 
disagreement between Mr. Biemiller and myself, although I have 
not spoken to him about it, in this regard. 

The McCarran Act definitely gives jurisdiction over insurance 
operations to the States. The question is whether that in any way 
guarantees that the States have the authority at the present time to 
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regulate these special funds or welfare programs. There is some 
debate as to whether they would constitute insurance programs. 

Chairman Barpen. In other words, the insurance program as dealt 
with by the McCarran Act was strictly insurance. This present sit- 
uation involves a fund which was partially at least provided for in 
the Taft-Hartley Act and therefore there is the split responsibility 
there and in such cases, as I understand, the Supreme Court has 
already said that once the Federal Government has entered that field 
that it is preempted to the Federal Government. Is that the situation? 

Mr. Housr. There seems to be an area of doubt and dispute on 
account of the Taft-Hartley Act as to whether the welfare plans and 
welfare funds are now preempted by the Federal Government. That 
is correct. 

Chairman Barpen. That questionable area there then is the thing 
that is troubling the State insurance commissioners at the present 
time. 

Mr. House. It troubled the insurance commissioner of the State of 
Washington; yes. 

Chairman Barpen. How about the State of New York? 

Mr. House. While the conclusion is not without doubt, the insur- 
ance commissioner of the State of New York is inclined to believe 
that preemption was not effected so far as the New York statute is 
concerned, that the Taft-Hartley Act did not completely preempt 
all the areas of regulation of welfare funds and welfare plans. 

Chairman Barpen. I am not talking about all of the areas. As I 
understood the statement of the commissioner from the State of 
Washington, it was to the effect that they were operating with fear 
and trembling in some areas because they were relying upon the public 
sentiment to back them up more than they were relying on law. 

Mr. House. I do not want to speak for the insurance superintendent 
of the State of New York, but I understood that the insurance ‘super- 
intendent recognized the existence of a possible question. 

Chairman Barpen. It has come to my attention and I want to 
know if in your investigation of the matter it has come to your atten- 
tion, that that has troubled 46 of the 48 States more than it did the 
two. Even the two that ventured into the field did it with consider- 
able doubt and now I would like to ask you if in your honest. opinion 
you think the States will enter this field with that area of doubt or 
atmosphere of doubt surrounding it. 

Mr. Fretincuuysen. Mr. Chairman, I wonder if I may ask Mr. 
House a question. 

Chairman Barpen. Let me hear from Mr. Biemiller. 

Mr. Bremitter. Mr. Chairman, you will see as we go on with our 
testimony that we think the States have been dere lict in their duty 
in not properly policing the insurance aspects of this problem, but 
we do feel very strongly that there should be a Federal disclosure 
act. Wethink this is the proper province for the Federal Government 
to operate. 

Chairman Barpen. Do you not feel that the Congress should remove 
this atmosphere of doubt and say to the States, “You do have the 
power and authority to handle this type situation”? 

Mr. Bremitter. With respect to the insurance industry we feel 
very strongly in this respect, but there are other aspects beside the 
insurance industry to health and welfare plans. 
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Chairman Barpen. | doubt if you are on very sound ground in 
saying that this is the responsibility of the insurance commissioners 
of the various States unless you at the same time agree that we should 
clearly make it the responsibility of the insurance commissioners. 

Mr. Bremer. We think, sir, that that has been done by Public 
Law 15. 

Chairman Barpen. They do not think so now. If you are in favor 
of that and you advocate that and they say, “We are willing to do 
it if you give us the authority,” what objection could there be to giving 
them that authority ¢ 

Mr. Bremitier. We have no objection to giving them the authority 
if they are willing to exercise it across the board, but we have just 
had an experience this week in the State of Pennsylvania that I think 
is worth calling to the attention of the committee. A bill passed the 
lower house of the Pennsylvania Legislature by a unanimous vote, ¢ 
bill quite comparable to the Thompson bill which is before this com- 
mittee. It was reported out unanimously by the Pennsylvania State 
Senate committee, but when it hit sec ‘ond reading the i insurance com- 
panies and the big corporations of that State descended in droves on 
the legislature the like of which, I am informed by our people up 
there they have not seen in years. The bill has been referred back to 
the committee. 

Chairman Barpen. Let us not get into that because this is a free 
country. 

Mr. Bremicurr. I am not arguing about that. 

Chairman Barpen. I have seen just as many labor men swarming 
on this Hill as I did anyone else, so that if you take away from them 
the right to swarm you take away your right to swarm. 

Mr. Bremitier. I am not objecting to the sw: arming. I wanted to 
point out who was responsible for killing the legislation. 

Chairman Barpen. | wonder if you would not be more correct and 
accurate and a little more fair te say that those members of the Senate 
of the State of Pennsylvania are responsible for their own acts and 
you should accuse them and not say it was because they did what 
someone asked them to do. 

Mr. Bremitier. First of all, I will agree with you that, of course, 
any member of the legislative body is ultimately responsible for his 
own actions. I quite agree. | simply wanted to point out to this com- 
mittee where the pressures against what we consider to be a sound 
disclosure bill come from. 

Mr. Wier. Will you yield for a minute ? 

Chairman Barven. Yes. 

Mr. Wier. You repeated exactly what I repeated here the other day. 
I told of the history of the act in Minnesota. That was the same ex- 
ample. The bill passed our house and in the senate the battle was on. 

Mr. Roosrvetr. I think it is important to point out, however, that 
the Pennsylvania bill confers the authority, 1f I remember correctly, 
upon the commissioner of banking and when you referred to the in- 
surance aspect of this as a State “responsibility which is covered by 
the McCarran Act, 5 3 does not therefore cover all of the field of re- 
sponsibility, because I do not believe there is any Federal law where 
the responsibility lies outside of the direct insurance angle. 

We have, I think, as you have pointed out, other than insurance 
factors in this problem. 
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Mr. Breamiier. Many of them. 

Mr. CrurksHank. Mr. Chairman, may I point out that in the 
resolution which was offered as a part of Mr. Biemiller’s testimony on 
the very last page there are the six items specified which our organiza- 
tion expressed by the adoption of this resolution are the specific areas 
where the States have responsibility and should take action and they 
are quite detailed and specific in their recommendations. 

Mr. Bremitier. I was just coming into that in the major portion of 
my testimony, Mr. Chairman. 

Chairman Barpen. You may proceed. 

Mr. Bremitier. The resolution, therefore, seeks these particular re- 
forms at the State, rather than the Federal, level. The record abun- 
dantly demonstrates the need for the steps that we propose in this 
area. Most of the abuses that have been found in the operation of some 
health and welfare plans could not have occurred or persisted had 
State insurance departments been sufficiently diligent. in policing their 
existing jurisdictions. 

One of the major invitations to corruption has been the require- 
ment that is quite generally enforced by State insurance departments 
which makes mandatory the payment of a commission to an agent or 
broker, or its retention by the carrier, regardless of whether or not the 
services of an agent are ever actually needed, employed, or rendered. 
The Taft-Hartley Act forbids this type of featherbedding where un- 
ions are concerned, but State insurance regulations compel it where 
insurance agents are the beneficiaries. 

Chairman Barpen. Mr. Biemiller, if you would be so kind as to 
let one of your assistants make a note of this, I notice this statement: 

Most of the abuses that have been found in the operation of some health and 
welfare plans could not have occurred or persisted had State insurance depart- 
ments been sufficiently diligent in policing their existing jurisdictions. 

I have a general feeling that any time as serious an indictment as 
that is made against public officials there should be some specific illus- 
trations to support it. Undoubtedly you have many of those. May 
Task that they be made a part of the record. 

Mr. BremiiiEr. We shall be very happy to have them made a part 
of the record. The famous Saperstein case, for example, is one of 
them. 

(The information referred to will be available for reference when 
furnished. ) 

Mr. House. Mr. Barden, may I ask a few questions? 

Chairman Barpen. Yes. 

Mr. House. Are you aware of the fact, Mr. Biemiller, that it ws 
the insurance department of the State of New York that first uncov- 
ered the Saperstein case and first investigated the situation with the 
Security Mutual Insurance Co. and Saperstein and first compelled a 
change in the officials of that company requiring in effect that Saper- 
stein and the official connected with them at least get out of that com- 
pany long before there was any public disclosure of any abuses? 

Mr. Bremiuter. I refer that matter to Mr. Kirkland. 

Mr. Krrxuanp. I am aware of that, Mr. House. 

Mr. House. Are you aware of the fact that the entire field of abuse 
in connection with welfare funds and programs was first opened up by 
the investigation carried on by the insurance department of the State 
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of New York based on the murder of Mr. Lewis, a gangster official of 
a union. 

Mr. Kirxianp. By the Moreland Commission. 

Mr. House. The Moreland C ommission was follow ed by the investi- 
gation of the Insurance Commission of the State of New York and that 
has led to Federal investigations by the Senate and by this com- 
mittee. 

Mr. Krrxianp. Correct. 

Mr. CrurksHANK. Pardon me. Should it not also be pointed out in 
this connection that Mr. Saperstein had filed with the insurance com- 
mission for several years his exorbitant 1014 percent commission in 
the laundry workers case. 

Mr. House. Mr. Saperstein filed nothing because agents do not file. 

Mr. Kirkxianp. The insurance company filed a report of the com- 
mission paid to Mr. Saperstein. 

Mr. CrurksHank. It was known to the commission that that 1014 
percent commission was being paid and later a 6 percent commission 
was made known to the insurance commission before the investiga- 
tions brought the matter to light and apparently, as far as we know, 
there was no record of the insurance commission questioning this 
exorbitant fee when it later became a matter of record that a fraction 
of 1 percent would have been a normal fee but he was getting 10. 

Mr. House. Not a fraction of 1 percent across the board. Mr. 
Cruikshank, certainly plans were filed with thousands of such plans 
filed it is not possible for any insurance regulatory body to have 
instantaneous knowledge of every plan filed. The fact is, if I may 
in effect, testify, that this matter came to the attention of the man in 
charge of that area in the insurance department because of the filed 
plans not through any outside information and because of the filed 
plans the New York Insurance Department went about unearthing 
this exorbitant scale of fees long before even the murder of Lewis 
so that it was from the filings that the New York Insurance Depart- 
ment acted perhaps not in 24 hours but early in 1953. When they 
acted they were not able to terminate the arrangement instantane- 
ously, but they took action which resulted in the resignation of a vice 
president and actuary and of others, and the influence of Saperstein 
as a factor in New York insurance. 

Mr. Kirxianp. I think it should also be pointed out that the State 
of New York and the State of New Jersey first enabled a man like 
Sapterstein to operate in this field by issuing him an agent’s license 
at the time when he was associated with a firm that drew its major 
financial support from notorious racketeers. 

Mr. House. Mr. Kirkland, is it your view that an insurance depart- 
ment: is supposed to have a crystal ball into which they can look and 
anticipate skullduggery ¢ 

Mr. Kirxianp. It is my contention that they should conduct some 
sort of investigation of the man’s background prior to issuing a 
license. 

Mr. Frevincuuysen. Mr. Chairman. 

I think you are all agreeing that if the job of discovering abuses 
and correcting them is to be effected there has to be State action. 
Interesting as the discussion is, I would like to hear Mr. Biemiller’s 
testimony and get an overall perspective. 
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Chairman Barven. If the gentleman will permit me, I want to say 
this, and I think Mr. Biemiller would agree at this point that the 
action that the Saperstein case referred to is a compliment to the 
commissioner of insurance of the various States and the case is a good 
Hlustration of this kind of bad conduct in your subordinate unions, 

Mr. Kirxianp. We have been repeatedly requesting that publie 
officials take action against these cases of dereliction. 

Chairman Barpen. I am asking if you bring it specifically to the 
attention of the individual insurance commissioners in the individual 
States in which a bad situation exists. 

Mr. Kirrxianp. May I answer that. If you will look at the AFL- 
C1O code of standards here in the first part you will see on page 2, 
item (c), at the bottom of the page: 

Where any trustee—whether employer, employee, or neutral—of employee of 
a health and welfare program is found to have received an unethical payment, 
the union should insist upon his removal and appropriate legal action against 
both the party receiving and the party making the payment. In addition, 
if an insurance carrier or agent is involved, action against the carrier or agent 
should be pressed before the State insurance authorities, with a view to the 
cancellation of the carrier’s or agent's right to do business in the State. 

Chairman Barpen. That is beautiful language, and in a ver 
laudable program. I am simply asking you, as the top officials of a 
great organization operating in the 48 States of the U nion, if you have 
been v igorous enough in enforci ‘ing that aeorreaen so that, when you 
found a bad situation existing, you did or did not bring it to the 
specific attention of an insurance commissioner and give him the de- 
tailed information which you had in your possession. That is an 
easy question to answer. 

Mr. Kirkianp. All of the situations that we have become aware 
of we have become aware of through investigations conducted by the 
Congress or by the States. 

Chairman Baxrpen. I did not understand that. What was that 
statement ? 

Mr. Kirkxanp. I said all of the cases to which you refer that we 
have become aware of have become known to us as a result of in- 
vestigations by such groups as this committee, by the Douglas 
committee. 

Chairman Barpen. Do you mean you never hear of any wrong- 
doing? That is all right. 

Mr. Bremitter. Let us clarify this, Mr. Chairman, if we may. We 
have cooperated constantly with the Douglas-Ives committee. 

Chairman Barpen. Mr. Biemiller, you criticized a very fine group 
of Americans usually elected at the polls by the people of the various 
States. 

Mr. Bremitter. Appointed, in most cases, sir. 

Chairman Barpen. I just wanted to know if you were doing your 
part, or living up to the same standards you required of them, and if 
you made available to them the cases of bad operation that came to 
your attention. That is all I want to know. 

" Mr. Bremitier. Cases that have come to our attention that are bad 
in character have been unearthed, as stated by Mr. Kirkland, by public 
bodies. We do not have the right of subpena and, frankly, we don’t 
want the right of subpena, and it would be a mistake if we had it. 
You cannot unearth these situations without the right of subpena. 





O say 
t the 
o the 
good 
ns, 


ublie 


o the 
idual 


FL- 


‘ 
ge 2, 


ree of 
ment, 
‘ainst 
ition, 
agent 
oO the 


ver 
of . 
have 
you 
the 
. de- 
3 an 


vare 
the 


that 


we 
in- 
olas 


ng- 
We 


pup 
ous 


our 
l if 
» to 


vad 
lie 
n't 

it. 
na, 





WELFARE AND PENSION FUND LEGISLATION 149 


Mr. Roosrverr. May I point out that some of your subsidiaries, 
however, where they have discovered incidents of bad management by 
their own people or in cooperation with the employer management, 
have taken action. I can give you one case, of, I believe, the plumbers’ 
plan in Los Angeles, where the action was undertaken by the union 
to bring it to light upon their knowledge of the case existing. 

Mr. Kirxianp. In the several States, such action can be taken. 

Mr. Roosevet. I presume that that was taken under this code which 
was adopted. 

Mr. Kirxianp. That is correct. 

Chairman Barpven. The gentleman may proceed. 

Mr. Bremiiier. The most common types of corruption that investi- 
gations of health and welfare plans have found all lie within an area 
which is now, and has long been, the responsibility of State insurance 
departments. Bribery, kickbacks, and excessive retentions charged 
and commissions paid by insurance carriers or brokers who are unable 
or unwilling to compete on an honest basis; the embezzlement of 
premium or dividend money by insurance agents; the issuance of what 
might be called licenses of convenience so as to make possible the legal 
pilferage of funds by persons in a position to designate the agent or 
broker—a large share of the blame for these and other conditions must 
rest upon those who had the power to prevent and correct them and 
the duty to protect the public from them and who failed to do so. 

Until effective preventive steps are taken by the States to erect safe- 
guards against the exploitation of health, welfare, and pension plans 
and the corruption of individuals involved in their administration by 
unscrupulous elements in the commercial insurance field, the danger of 
the recurrence and further spread of these abuses will continue to exist. 
Our resolution, therefore, calls for action by the States to: 

1. Eliminate the requirement of mandatory commissions where no 
agent or brokerage services are performed. 

2. Establish standards of reasonableness governing commissions and 
other charges where such services are employed. 

3. Make State insurance commissions and departments more respon- 
sible to the public and consumer interest, rather than the special inter- 
ests of the industry they supervise. 

4. Require the exercise of more responsibility on the part of insur- 
ance departments for the integrity and ethics of agents and brokers 
licensed by them, with periodic examinations of their group accounts. 

5. Make more positive and definite the fiduciary obligations of fund 
trustees. 

Chairman Barpen. Just 1 minute. Do you have a question ? 

Mr. Houser. I have two questions, sir. 

Mr. Biemiller, the cases of Mr. Beck, where there was a missing 
$300,000 to $500,000, and the case of Mr. James, in the laundry workers’ 
union, where there was a missing $900,000, did not involve any insur- 
ance brokers or insurance agencies or funds. They involved direct 
pilfering from the money in the hands of the union fund itself; is that 
not so? 

Mr. Kirkuanp. That is not correct, Mr. House. 

Mr. Hovusr. Can you explain in what way they involved collusion 
with agencies? 

Mr. Krrxianp. The $900,000 that you attribute to James was kicked 
back, allegedly, to him by Louis Saperstein, who withheld it from 
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premiums paid to him for transmission to the insurance carrier. In 
the laundry workers case it was never shown that there was 10 cents 
taken from the corpus of the fund itself. 

Mr. Ketiey. Speak louder, please. 

Mr. Kirxianp. In the case of the laundry workers, to which Mr. 
House referred, it was found that $900,000 approximately had been 
embezzled, not directly by James but by Louis Saperstein, who was an 
agent for the fund. This money was not embezzled from the corpus 
of the fund. It was embezzled from premium payments made to him 
by the fund. 

Mr. House. Before they reached the insurance company. 

Mr. Kirxianp. Not from the corpus of the fund. 

Mr. Hovse. Not from commissions paid by the insurance company. 

Mr. Kirxuanp. Not from commissions paid by the insurance 
company. 

Mr. CrourksHank. There was also a $2,500-a-month payment to 
James from the insurance company. 

Mr. Kirgianp. I want to point out, as I did before, that the entire 
investigation did not show 10 cents taken from the corpus of the fund. 
Every bit of the corruption that entered that fund came by way of the 
agent. 

Mr. Hovusr. In the case of Beck, didn’t the money which was missing 
come directly from the fund, and not from any insurance agency ¢ 

Mr. Kirxianp. Not from the welfare fund: that I am aware of. 

Mr. Bremitier. Not from the welfare fund. 

Mr. Houser. In the case of all the abuses uncovered in the New York 
State investigation, isn’t it a fact that they came from payments out 
of the fund, and that the majority of them involved cases of excessive 
payment of expenses or withdrawals of cash without vouchers or 

camouflage investments that were really gifts to officials directly out 
of moneys to the fund? In large amounts and in a large percentage 
of the cases ? 

Mr. Krrxuanp. I cannot testify to that, but I do know, Mr. House, 
that that investigation, the Douglas committee’s investigations and 
the investigations of the subcommittee of this committee, found in most 

cases that many or most of the abuses involved corrupt practices on 
the part of insurance agents or brokers, which is what we say in our 
statement. 

Mr. House. In many or most. There is a list at pages 129 to 182 
of the book called Whose Welfare? a report by my predecessor 
in the New York office. There are here approximately 25 abuses, of 
which not more than 3 or 4 involved commission and agency prac- 
tices and the rest all involve, apparently, relations between the fund 
and its officials. 

Mr. Kirxtanp. That is what is in that report. May I refer to the 
interim report of a special subcommittee of the Committee on Educa- 
tion and Labor, page 5, notable health and welfare abuses. There is 
a list of seven of them. Items 3 and 4 refer to irregular practices by 
insurance companies, including high operating retention charges, 
high commission payments, loose and careless han lling of funds to 
suit the whims of certain brokers, and so forth. 

Item 4 is irregular conduct by insurance brokers and consultants, 
including collusive arrangements with insurance companies and union 
officials to obtain business. The charging of excessive fees. 
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Mr. Roosevetr. Mr. Chairman, may I suggest that we allow Mr. 
Biemiller to complete his statement ¢ 

Chairman Barpen. You may proceed. 

Mr. Bremitier. With respect to Federal legislation our resolution 
urges the enactment by the Congress of a law to require annual reports 
to a Federal agency and public disclosure of the financial affairs of 
health, welfare, oad pension plans, including the details of their 
transactions with outside insurance carriers and agents. We endorse 
and advocate the principle of compulsory disc losure, not as a punitive 
but as a preventive measure and as an aid to the self-policing efforts 
of those who sincerely believe that the welfare of the intended bene- 
ficiaries of these plans is the dominant consideration. 

In the handling and expenditure of large sums of money, no matter 
where the responsibility rests, secrecy invites and nourishes corrup- 
tion. Furthermore, secrecy as regards the financial operation of plans 
upon which millions of persons and their families depend for their 
security and welfare can have no conceivable justification. These 
»lans are not the private concern of the individuals who happen to 
be entrusted with responsibility—regardless of whether they represent 
management or labor, jointly or separately. 

Regardless of how ‘they are established or what mechanisms they 
employ, none of those responsible for their administration—whether 
union officers, employers, or insurance carriers—have any right to 
immunity from the requirement of full and open accountability for 
their stewardship 

In all of the a uses that investigations have disclosed, secrecy has 
been the most common denominator. There is every reason to believe 
that if a compulsory disclosure law had been in operation, those abuses 
would have never occurred. There are many practices—both illegal 
and legal but unethical—whieh some might risk if they believe their 
actions will not come to light, but which they would never venture 
if disclosure were a likelihood. We therefore urge the prompt enact- 
ment of disclosure legislation as the most effective immediate step that 
the Congress could possibly take to check, correct, and prevent cor- 
ruptor unethical practices in the operations of health, welfare, and 
pension plans. 

It should be obvious, from the nature of the situation, that manda- 
tory filing and disclosure legislation is appropriate for Federal rather 
than State legislation. If this were to be left to the States, the large 
number of interstate and nationwide plans that exist would be faced 
with the costly and oppressive necessity of filing, printing, and dis- 
tributing as many as 48 separate and distinct reports, in as many dif- 
ferent forms. The cost of compliance would constitute a heavy drain 
upon moneys which would otherwise be available for benefits, and 
would be detrimental to the best interests of beneficiaries and the 
public. The preparation and filing of reports with a single Federal 
agency, on the other hand, would be a relatively simple and inexpen- 
sive process. 

The AFL-CIO’s advocacy of legislation of the type described is 
conditioned entirely upon the supposition that it will apply uniformly 
and equitably across the board to all types of health, welfare, and 
pension plans, regardless of whether they are administered by unions 
alone, by unions “and employers jointly, or by employers alone; re- 
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gardless of whether they involve the establishment of a formal trust 
fund or operate through the transfer of money to an outside trustee 
or insurance carrier; and regardless of whether or not they are set 
up on a so-called fixed-contribution basis or a definite-benefit basis. 
No sound or proper distinction can be drawn as among these differ- 
ent types of plans as regards the opportunities and avenues of abuse 
that exist or the need for the creation of effective safeguards. Legis- 
lation which attempted to draw such a false distinction would be un- 
justly discriminatory in its application, imposing burdens and costs 
upon some plans and not on others, and would thereby have a punitive 
effect, not because of any peculiar proneness to wrong-doing, but 
merely because of the particular structure chosen for such plans. We 
would therefore strongly oppose any proposal that legislation be con- 
fined in its scope to plans which operate through a fixed employer 
contribution to a jointly administered trust fund. 

Mr. Ruopes. Mr. Chairman. 

Chairman Barven. Mr. Rhodes. 

Mr. Ruopes. At this point, Mr. Biemiller, 1 would like to ask you 
a question concerning a fund which would be based more on a debtor- 
creditor relationship instead of a trust. In other words, the employer 
might accept contributions from his employees, not segregating the 
funds as a trust, but agreeing with the union local, or whatever other 
bargaining representative there might be, to pay certain benefits as 
they become due. 

Now, in such a situation as that you, I am sure, would find it a little 
difficult to call for any kind of a comprehensive report. Would it 
be your thought that a fund such as that should be included in the 
legislation which would require a report ? 

Mr. Bremiturr. Yes, we certainly do and I think as we go on with 
our testimony you will see the reasons develop as to why we think it 
should be included. 

Mr. Ruopes. Very well. 

Mr. Bremitter. Such plans are already more closely regulated than 
any other form of health and welfare plan. The Taft-Hartley Act 
requires that, where a contribution is made by an employer to a fund 
established under trade union auspices, the administration of the plan 
must be shared jointly by employer and union representatives, with 
provisions for a neutral umpire. The law further requires the estab- 
lishment of a formal trust, an annual audit of the fund and the public 
posting of the results. 

This contrasts quite sharply with the total absence of any specific 
legal regulation of that great majority of plans which are admin- 
istered unilaterally by employers, even where they involve the pay- 
ment of substantial contributions into the hands of the employer by 
employees. In the case of employee payments into a management- 
controlled plan, no trust fund is required, no provision need be made 
for employee representation, and the employer is not required to give 
any accounting whatsoever of what he has done with the employees’ 
money, much less his own contributions. 

The failure of the Taft-Hartley requirements to detect and prevent 
certain instances of corruption has been due primarily to the fact that 
the corrupt practices did not take place within the area covered by 
the audit and disclosure requirements of that act. They did not 
involve direct or outright theft or embezzlement from the funds held 
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in trust, so an audit of the internal transactions of the fund as such 
would not reveal them. They could be found only in a detailed 
analysis and tracing of transactions which took place at a further 
remove, outside the “fund, with money that had been conveyed from 
the fund in the form of perfectly legal insurance premium pormenta, 
and unless a careful breakdown and identification of the disposition 
of insurance premiums and the retentions and commission payments 
of the carrier are specifically required, an internal audit of a fund 
as such will stop far short of that point. That is why such a break- 
down is a basic, essential requirements of an effective disclosure law. 

Investigations have shown that malpractices have most frequently 
arisen out of transactions with commercial insurance agencies and 
interests in the procurement of insurance services. Such transac- 
tions, and such malpractices, are in no sense peculiar to programs 
which employ the device of an intermediate trust fund, for the fund 
itself has not been the locus or focal point of the abuses that have been 
found. Abuses and malpractices of the type that constitutes the 
most common problem can take place with even greater facility, and 
less likelihood of discovery, where there is no formal trust, and no 
joint representation, but a ’ simple conveyance of employee and/or 
employer contributions to an outside commercial agency by but one 

of the parties at interest, under conditions of nondisélosure. 

If it is to serve its purpose, legislation must forestall abuses in the 
operation not just of a particular type of plan covering a small 
minority of workers, but of all plans within the practical reach of 
such legislation. According to estimates set forth in the final report 
of the Senate Labor Subcommittee on Welfare and Pension Funds, 
of all workers covered by some form of health and welfare plan, about. 
92 percent are under plans administered unilaterally by the employer ; 
about 7.5 percent are under jointly administered plans; and about 
one-half of 1 percent are covered by union-administered plans. In 
the case of pension plans, 86 percent are under plans administered 
unilaterally i. employers ; 13.5 percent are under jointly administered 
plans; and one-half of 1 percent are under union-administered plans. 
Obviously, legislation confined to jointly or union administered plans 
would leave the overwhelming majority of workers outside its pro- 
tection. 

The particular types of actual or potential abuses that constitute 
the greatest problems are not confined to the very limited area of joint 
or union administered plans. Unilateral employer-administered 
plans, whether they use the medium of a formal trust fund or not, are 
fully as suscept ible to kickbacks, conflicts of interest, and other abuses 
arising out of the procurement of outside insurance services. Cer- 
tainly, the old institution of the split commission and other improper 
inducements to purchasing ageats and procurement officers made its 
appearance as one of the less-advertised features of the business- 
enterprise system long before that relatively recent period when trade 
unions began to become parties in the administration of some health 
and welfare plans. 

Where trade-union representatives have been guilty of abuses it 
has been, I believe, because they became exposed, through their role 
in the placement of lucrative’ insurance contracts, to corrupt in- 
fluences and inducements which already existed in this field long 
before insurance became a common subject of collective bargaining. 
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Subject to the pressure and attraction of such influences and induce- 
ments, most individuals will remain honest—as have the vast majority 
of trade-union representatives—and a few will yield, regardless of 
whether they come from the ranks of labor or management or govern- 
ment or banking or any other sector of American society. 

Any legislation which is based upon the premise that health, wel- 
fare, and pension plans need only be protected from misuse by weak 
or vicious union officers would therefore be far worse than inade- 
quate—it would deny to the great majority of beneficiaries of those 
plans and the public at large a measure of real and effective protection 
that is sorely needed at the present time. 

While they have not been investigated as thoroughly nor pub- 
licized as widely as have delinquencies on the part of some trade-union 
officers, there can be no reasonable doubt that abuses and questionable 

ractices have existed in the operation by management of unilateral, 

evel-of-benefit-type plans. If the AFL-CIO’s code of ethics for 
trade unions is taken as a fair and proper standard of good practice, 
as we believe it should be, flagrant violations of every principle set 
forth in that code can be found in the operation of employer-managed 
level-of-benefit plans. Furthermore, there appears to be no disposi- 
tion on the part of employer groups to remedy these conditions through 
the promulgation of voluntary standards of good practice or otherwise. 

In fact, the NAM has gone so far as to dispute one of our basic 
principles, that insurance contracts should be awarded on the basis 
of competitive bidding so as to achieve the best quality of protection 
available at the lowest net costs. It is truly extraordinary to see such 
a group take a public stand against free competition as the best 
guaranty of economy and efficiency in the market place. We have 
long suspected that organization’s devotion to that principle was more 
rhetorical than actual—now, apparently, they are ready to scuttle it 
even in their propaganda. The reason, perhaps, is that the applica- 
tion of this principle as a standard of ethical practice would strike too 
close to home. It might embarrass some of their members, who now 

lace all their insurance contracts, without benefit of competitive 

idding, with particular insurance carriers with whom they are locked 
in collusive financial or other ties, regardless of whether or not this 
results in the best benefits at the lowest cost to beneficiaries and their 
families. 

The more candid ae spokesmen concede that abuses and cor- 
rupt practices can take place in the operation of employer-adminis- 
tered level-of-benefit-type plans. In attempting to justify the ex- 
clusion of such plans from the disclosure requirement, however, they 
argue that, even if a management official does accept a kickback or 
place the insurance at excessive premium rates with a carrier or 
through an agency in which he is interested, this can involve no injury 
to the interests of beneficiaries as long as the specified benefits are pro- 
vided. In effect, they say that nobody loses anything by it, since 
the employer is simply spending his own money. This is, we main- 
tain, a totally false and fallacious argument. 

Even if it were true that “nobody loses” except the employer where 
representatives of management are guilty of abuses in the handling 
of health and welfare moneys, it would still be bad public policy for 
the Congress to expressly condone, through a grant of the privilege 
of immunity from the disclosure requirement, wrongdoing on the 
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part of management while condemning it on the part of labor. But 
the fact is that this employer argument is not a true statement of the 
facts of the matter. Consider, for example, the following points: 

1. It is simply not true that “nobody loses” when a management 
official derives an illicit or improper personal gain in the procure- 
ment of insurance through an outside agency or carrier. The addi- 
tional cost that this involves does not come out of the sky, it must 
come from someone’s pocket. No individual can make a dishonest 
gain except at someone else’s expense. Depending upon your point 
of view, that someone else may be the employees who have contributed 
to the plan or who have earned the employer contributions as a form 
of payment for services rendered. 

It may be the stockholders who are the ultimate owners of all 
funds and property of the firm after the expenses of operation have 
been paid. It may be the consumers of the firm’s products who must, 
in the last analysis, pay all costs—including the improper ones—if the 
firm is to stay in business. Or it may be the taxpayers of the country 
who must make up the loss in Government revenue resulting from 
excessive deductible expenditures for insurance services over and 
above what would reasonably and honestly be required to provide the 
stipulated benefits. Regardless of which theory of the incidence of 
the cost one follows, the fact remains that these programs are now 
affected by a substantial public interest which demands the inclusion 
of employer-administered as well as jointly or union administered 
plans . ithin the scope of such legislation as might be enacted. 

Mr. Gwinn. Mr. Chairman, may I interrupt for just a moment. 

It seems to me that you are dealing, Mr. Biemiller, in very great 
generalities. Some of us are certainly without information to enable 
us to follow your charges and your assumptions, Can you not illus- 
trate by cases of why these split commissions are bad or are not 
earned or amount to prejudice against the interests of the workers or 
the taxpayers or the stockholders? You are assuming that we know 
a lot of facts here that certainly I do not know. It has been charged 
that there is very little of this thing about which you are making very 
general charges. 

Mr. Bremtuer. Mr. Kirkland. 

Mr. Kirxnanp. I am not quite sure what the question is, Mr. 
Gwinn. 

Mr. Gwinn. You illustrated a while ago with the Saperstein case, 
and others, alleged to have come out of labor rackets. 

Mr. Kirkianp. Would you like a case cited ? 

Mr. Gwinn. It seems to me that if we had some illustrations of 
these evil practices that the witness is describing with considerable 
feeling that we would be better off. 

Mr. Frevincuuysen. Mr. Chairman, would the gentleman yield 
briefly @ i 

Chairman Barpen. Just a moment. He has asked a question which 
the gentleman is about to answer. 

Mr. Krrkianp. We have had experience with cases where our 
members have suffered in one way or the other as a result of an act or 
an omission on the part of the employer. One case that might be cited 
is the case of a glass company in New York State. The ‘health and 
welfare plan and a pension plan were negotiated by the union at that 
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plant with the corporation. The welfare plan required an employee 
contribution which is withheld by the employer from the employees’ 
wages. The pension plan was entirely to be financed by the employer 

and the agreement stipulated that it would be established either by 
ean payments to an outside trust company or to an insurance 
company. 

The health and welfare plan was placed with an insurance com- 
pany. The payments were not made to the insurance company. 
About $3,000 of employee contributions, since it was not a large com- 
pany, were withheld from employee wages but were not paid to the 
insurance carrier. The amounts that the employer had been required 
to pay under the insurance agreement were not paid. As a conse- 
quence the insurance company quite naturally canceled the contract 
unbeknown to the employees. About 2 months after that the com- 
pany went into bankruptcy. During this entire interim period during 
which the contract was not in force about nine or ten thousand dollars 
worth of claims arose which were not paid. 

The union in this case finally, in order to make it possible for these 
claims to be paid, made up the company’s delinquency by a check 
paid directly to the insurance carrier. The insurance carrier agreed 
that if the company’s delinquency were made up they would pay the 
claims. 

In the case of the pension plan the company entered into a deposit 
administration contract with an insurance company which required 
it to deposit certain sums with the insurance company which would 
be converted into annuities upon retirement of the individuals cov- 
ered. About $80,000, if my memory is correct, was due over a period 
of about a year and a half to the carrier to finance that obligation. It 
was never paid. 

As a consequence, after the bankruptcy of that company there are 
15 employees who were eligible for benefits for pension payments 
who have never received those pensions and have no money from 
whence to receive them. Those people have lost a great deal of 
money and their security has been largely wiped out. 

Mr. Gwinn. That is nota case to illustrate the point of the witness. 
That would not be necessarily revealed by the mere disclosure plan 
about which we are talking here, would it? 

Mr. Kirxianp. I think it would, sir. The type of legislation we 

rant would reveal whether or not the company was making the pay- 
visor that it had agreed to make. In the absence of that neither the 
membership nor the union had any way of finding out whether this 
was being done. 

Mr. Gwinn. We have to to know then under this disclosure plan 
and go further and try to keep these insolvent companies and others 
in bad credit situations functioning on a sound actuarial basis. 

Mr. Kirkianp. No, sir. All we ask for is simply the type of infor- 
mation that will enable us to know whether necessary payments are 
being made to implement the welfare or pension plan. 

Mr. Gwinn. Then somebody must have authority to go after the 
company that is not making its payments and may be in danger of 
bankruptcy. 

Mr. Bremer. If the union had been aware of this situation you 
can be sure that the union would have taken the proper steps but 
it had no way of getting the information. 
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Mr. House. Mr. Chairman. 

Chairman Barpen. Mr. House has been wanting to ask a question. 

Mr, FretincHuyseNn. Mr. Chairman, so have I. 

Mr. House. If the union extracted the promise from the employer 
in its contract that the employer would cover its level-of-benefits 
promise by making payments to a trust company, or insurance com- 
pany in that case, of a percentage plan, then couldn’t the union have 
patrolled its own agreements by requiring the employer to exhibit 
receipts at appropriate intervals ¢ 

Mr. Krrkxvanp. It might have. 

Mr. House. In the case of the welfare plan, where it seems that the 
first year’s premiums were never paid, isn’t it true that the disclosure 
statement at the end of the year would be too late to do anybody any 

ood ? 

Mr. Kirktanp. It might have happened. 

Mr. House. In that case, the patrolling of the union by the request- 
ing of its receipts would have prevented it. 

Mr Kirxtanp. If the company had agreed to disclosure of the facts 
we would have known. 

Mr. Houser. If the union is strong enough to require not merely a 
level-of-benefits promise but agreement from the employer that he 
will back up this level-of-benefits promise by making payments to a 
trust or insurance company, is it not strong enough to ask for receipts 
to show that that is performed ? 

Mr. Kirkianp. That is an assumption not demonstrated by what 
has happened. In very few of these cases is the union furnished 
with this information and I might add, sir, that this is something that 
companies have been very, very difficult to negotiate with on. 

Mr. Bremitter. Extremely arrogant, we would add. 

Mr. Hottanp. Would you yield? 

Mr. House. In any event, it is not a fact that this illustration 
would have no bearing where the promise of the company is to fur- 
nish benefits on a level-of-benefits basis but this is not accompanied 
by a particular promise to take out insurance or deposit money with 
a trust fund. 

Mr. Kirxianp. Mr. House, the pension plan was on a level-of-bene- 
fits basis. There was no employee commitment to a fixed cents per 
hour contribution. 

Mr. House. But there was a level-of-benefits promise plus a promise 
to the union to pay money to a trust or insurance company in unlimited 
amount and if the implemental promise of paying money had not 
been made in any event disclosure would not have prevented this 
evil. 

Mr. Kirkianp. I beg your pardon? 

Mr. House. These illustrations would not apply in a case where 
the employer makes a level-of-benefits promise but does not make 
the separate promise to pay money to somebody. 

Mr. Kirrkvanp. I disagree, sir. 

Mr. Roosrvetr. The point is, Mr. House, that if disclosure were 
required this would not have happened. They thought they could 
get away with it because they thought it couldn’t be disclosed. 

Mr. Houser. It could not be disclosed except retroactively. 

Mr. Roosrveir. If it were to be disclosed retroactively maybe it 
would not have occurred. 
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Mr. Fretineuuysen. [ think Mr. Gwinn is raising a very real 
question. Mr. Biemiller did in an earlier point in ‘his testimony 
assert that there can be no reasonable doubt that abuses and ques- 
tionable practices have existed in these unilateral management plans 
and that flagrant eat of every principle set forth in your ethi- 

cal code could be shown. I do think that the illustrations are of im- 
portance to this committee so that we can be persuaded that disclosure 
should affect all plans. 

I think we should have specific information as to the name of this 
glass company. At some time I think we ought to have some concrete 
illustrations to the fact that abuses not only can exist but do exist in 
this type of plan because a strong argument has certainly been made 
before the Senate committee that these plans should be excluded and 
that it would not be discriminatory to exclude them. 

Mr. Bremer. We would be happy to furnish those to you. 

Mr. Fretincuuysen. Thank you, Mr. Gwinn. 

Mr. Kirkianp. Shall I go into that now ? 

Mr. Fretineuuysen. If you have concrete illustrations I think it 
would : ve valuable. 

Mr. Gwinn. Give the name of the company you just described. 

Mr. Kirxianp. The Reed Glass Company of Rochester, New York. 

Chairman Barpen. May I suggest that at the conclusion of Mr. 
Biemiller’s statement that you may add such illustrations or examples 
as you wish. Mr. Holland. 

Mr. Hotxanp. I would like to give an illustration of a very large 
company, the General Electric. The General Electric has an agree- 
ment on pension insurance and the employees pay into it. The Gen- 
eral Electric has yet to make a report to the union on the state of 
the pension and health plan. When they negotiated the contract with 
the insurance it was given to the Metropolit an Insurance Co. and 
two of the directors of General Electric are on the board of the 
Metropolitan Insurance Co. They did not do it by competitive bid- 
ding. They have never told what dividends they receive from 
their insurance. In other words, although half the money is employee 
money they refuse to make a direct statement to the union of the 
condition of the funds. 

Mr. Fretrncuuysen. Are we talking about a level-of-benefit plan 
now ? 

Mr. Horxanp. I am talking about insurance. It is level of benefit; 
yes. 

Mr. Ruopes. Would the gentleman yield ? 

Mr. Hoixianp. Yes. 

Mr. Ruopes. Were the benefits bargained for at the bargaining 
table ? 

Mr. Hotianp. Yes. 

Mr. Ruopes. There is no allegation that the benefits bargained for 
are not being received by the employees ? 

Mr. Hoxianp. They do not know. They have not had a report. 

Mr. Ruopes. I think you misunderstand me. 

Mr. Hotianp. The benefits are paid, surely. In other words, 
I am not accusing them of dishonesty, but I am saying that there 
would be a chance for someone to be dishonest and get, by because 
they do not make reports. 
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Mr. Bremiuier. If I may, what I think Congressman Holland is 
saying, Congressman Rhodes, is that he is taking up the point that 
we made here that many of these practices that we are objecting to 
and which we have outlawed as far as trade-union officials are con- 
cerned, are not illegal, but we regard them as highly unethical and 
as the kind of operation that we do not believe should proceed. In 
this instance which the Congressman cites, you have no competitive 
bidding, you have an overlapping of directorship between the firm 
and the insurance carrier and you also have a situation in which the 
employees are not able to get any breakdown of what happens to their 
money. They make contributions toward this fund and in fact if 
they desire to include dependents in the coverage they make the en- 
tire contribution and they would like to know what is happening to 
this money. 

Mr. Frenincnuysen. They know in the sense that they get the 
benefits to which they are entitled. They don’t have a vested right— 
is that what you are saying ’—in the policy which the company pur- 
sues in providing them with the benefits. Is that your feeling, that 
this isa flagrant violation ? 

Mr. Bremiuier. They have no way of knowing whether it isn’t 
possible to run this plan on a more economical basis and still have 
the same pension. 

Mr. Frevincuuysen. You are not talking about the management 
of the plan, I imagine, in a case like this. We are talking about 
flagrant abuses of ethical practices, as you define it. Do you consider 
the GE arrangement isa flagrant violation ? 

Mr. Biemiiirr. We say that if labor unions were doing the same 
thing they would be jumped upon by us and by the general public. 

Mr. Hotianp. They refuse to tell them what the cost of the insur- 
ance is ¢ 

Chairman Barpen. Let me say that, Heaven knows, I am not called 
upon to defend General Electric or anybody else, but I do feel that 
[ should mention that in this pile of communication that I receive I 
notice a statement of the General Electric pension trust, and I am not 
so sure that vour statements, Mr. Holland, coincide with this. It not 
only shows the whole setup and every investment in it, but it shows 
also that it is certified to by a certified public accountant and shows the 
expense of operation, all costs involved. Now, Ido not know. In the 
accompanying letter I understood that it was stated that this infor- 
mation is furnished to their employees. I simply insert that. I don’t 
know whether their statement should go into the record or not, but I 
just suggest that because I do not think I would be justified in sitting 
here with it right before me and not mention it. 

Mr. Hou.anp. I got this information as late as yesterday afternoon 
and as far as an insurance plan is concerned, GE has never supplied 
the union with a report of the cost. 

Mr. Bremitter. We are not challenging the pension trust. We are 
talking about the welfare plan. 

Mr. Kirkianp. We can challenge the pension program on other 
grounds. 

Mr. Bremitier. Yes, sir; but not on this ground. 

Chairman Barpen. I am not getting into this from that angle. I 
could challenge it, but I am not challenging anybody. I will say 
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this, that there must be a mistake somewhere. Here is General 
Electric’s pension trust, which looks like it involves nearly a billion 
dollars, and here are receipts and disbursements and investments and 
corporate and other obligations. Common stocks, General Electric 
pension plan statistics, and the certified public accountant’s statement 
and General Electric balance sheet for the pension trust. 

Mr. Kirkianp. Mr. Chairman, if we could have that kind of dis- 
closure on the health and welfare plans and all of the companies were 
willing to go along and make that type of disclosure on the health 
and welfare as well as the pension plan, we would be very happy. 

Chairman Barpen. There is a bargaining agreement. 

The agreement shall also provide that insured employees will pay the com- 
pany the contributions described in the company’s letter to the union and that 
the company will pay the balance of the net cost of the plan. The company will 
also pay any increase in such costs. 

I just wanted to be fair. I did not want to fail to mention the fact, 
and I do think that we had better leave somebody with some reputa- 
tion around here and not jump on everybody. 

Mr. Bremer. Let me repeat that we said we would furnish plans, 
This matter was raised by a member of the committee, and we agree 
with the point he made. : 

Chairman Barpen. You mean you don’t accept the statement of 
Mr. Holland as being a correct statement of your view? 

Mr. Bremer. I want to emphasize that Mr. Holland’s statement 
concerned the health and welfare plan, not the pension plan. If we 
had the same kind of disclosure on the health and welfare plan that 
they have on the pension plan, and if we had that kind of disclosure on 
the part of all corporations who unilaterally run plans, you wouldn’t 
have us here asking for legislation. 

Chairman Barpen. Wait a minute. I ask you, Do you adopt Mr. 
Holland’s statement as being a correct statement ? 

Mr. Bremiiter. In regard to the health and welfare plan of General 
Electric, not the pension plan. 

Chairman Barpen. How is the health and welfare plan arrived at 
with General Electric? 

Mr. Bremer. By collective bargaining, but there is no disclosure 
on it. 

Mr. CrurksHank. Mr. Chairman, in the course of the collective 
bargaining the union has repeatedly asked for just this kind of infor- 
mation with respect to the health and welfare plan and the company 
has refused to give it. 

Mr. FretIncHuyseN. You are not suggesting that lack of disclosure 
in itself is a questionable practice or flagrant abuse of ethical practice?! 
I would still like to get examples of flagrant abuses in cases like this. 

Chairman Barpen. I would not know how to handle a $700 million 
program. If I were handling this like that, probably I would not be 
here, but at the same time have any abuses arisen? Is there something 
wrong? 

What I want to know is, is General Electric doing anything wrong to 
its employees ? 

Mr. Bremitier. What we want to know is whether the same plan 
cannot be—— 
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neral Chairman Barpen. I want to know if you have any illustration of 
illion General Electric ever defaulting or doing anything wrong to its 
3; and employees. 
ctric {r. CrurksHANK. Mr. Chairman, may I address myself tothat. We 
ment have adopted a code of ethical practices applicable to our.people, our 
organization. By clear implication any one of our people who is 
 dis- operating in violation of that code is doing something wrong. Now 
were we say that if vou take the same code and bring it to the General 
ealth Electric, the health and welfare plan, it is being operated in violation 
y. of certain of those principles and therefore by the same application 
that we would apply to our own people, we would say that the General 
ike Electric health and welfare fund is operating with certain bad prac- 
tices. 
an Chairman Barpen. I will tell you that I am not here to defend any- 
body unless it is someone that I think is being treated unfairly, and as 
fact, a result of action being taken by me, and that is why I asked the 
puta- question. ; : 
Mr. Ropes. Why don’t you bargain for disclosure. 
ylans. Mr. CrurksHANK. We have tried but they refuse. 
Agree Mr. Hottanp. They refuse. 
Mr. Bremitter. Do you want us to go on strike on this issue? That 
nt of would be very bad labor policy, you would be the first to admit. 
Mr. Ruopes. I have heard of many strike reasons that are silly. 
ment | Maybe this would not be any sillier than the others. 
[f we Mr. Bremer. It is the responsibility, as you know, of labor leaders 
that not to use the strike except as a last resort. 
re on Chairman Barpen. We will not get into that. There would be a 
ildn’t field of controversy there. I am asking for something which should 
be fresh in your memory. Have they defaulted in any way with the 
t Mr. bargaining agreement or have they in any way mistreated or shortcut 
any of their employees in your welfare or in your health and welfare 
neral pension plan? 
Mr. Bremiiter. We have made no such allegation at any time in our 
‘ed at statement. 
Chairman Barpen. I thought somebody was mad with somebody 
osure here. 
Mr. Frevincuuysen. Mr. Chairman. 
etive Mr. Hour. Mr. Chairman. 
nfor- Chairman Barpen. Mr. Holt. 
pany Mr. Hour. Mr. Biemiller, your point is that you want to see that 
the employees are making contributions. How much of a contribu- 
osure tion do they make, roughly ? 
tice? Mr. Kirktanp. I havea copy of the plan here. 
. this. | Mr. Hour. I am just curious. 
illion Mr. Bremiuuer. It is a little over half. 
1ot be Mr. Kirkianp. There is a difference when you look at the aggre- 


thing | gate and individual. The individual employee contributes an amount 
/ equal to nine-tenths of 1 percent of his normal earnings, his straight- 


ng to time earnings. 
Mr. Hour. What you are interested in, Mr. Biemiller, in the union 
plan | is getting their insurance dollar to go as far as it can. 
| Mr. Bremuer. Precisely. That is the point. 


. Mr. Horr. Under the State insurance laws. I imagine this is writ- 
ten in New York. Under the State insurance laws is not some of this 
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information public in the State insurance commissioner’s office, and 
you are able to compare it ¢ 

Mr. House. Are you addressing the question to me? 

Mr. Hour. I address it to anybody. 

Mr. House. Not for individual companies for the reason that where 
the bargain is made at the bargaining table to get certain benefits and 
the employ er does not agree to put aside a particular fund for it 
under the New York State statute there is no funds to regulate and 
therefore no regulation in that case. The position taken under the 
New York statute is that where he company merely makes a promise 
it makes no difference to anybody whether the company pays too 
much or too little for the benefits it gives, and it can give those bene- 
fits by taking an insurance policy or it can give them without taking 
an insurance policy. 

It can pay them out of its own pocket and the only risk that the 
workers run is the risk of insolvency by the company, which of course 
they run in any case. Short of insolvency, the company is bound by 
its promise. 

Mr. Roosevett. We don’t agree with that. I don’t agree with that 
point of view. 

Mr. House. This is a position of the New York statute, not a 
position of mine. 

Mr. Bremriter. May I comment ? 

Mr. Horr. I have not interrupted anybody. May I finish what I 
was saying? 

Chairman Barpen. Mr. Holt has the floor. You wanted to add 
something else ? 

Mr. Kir«vianp. Yes, sir. I wanted to finish answering your 
question. 

You asked me about the contributions to the health plan. The 
contribution rate is nine-tenths of 1 percent of the normal earnings 
for the individual for his own coverage. An individual who wants 
to include his dependents pays 2 percent of his earnings up to $5,000 
or up to $100 a year. 

Now, it is my understanding that this represents the full cost of 
the dependent’s coverage. 

Mr. Hour. How long has this particular plan we are speaking of 
stayed in one company § ? About how old a plan is it? 

Mr. Kirxianp. This particular plan was renegotiated and put in 
from scratch in 1955. There was a predecessor plan. 

Mr. Horr. With a different company ? 

Mr. Kirxuanp. This in effect replaces the old plan. 

Mr. Horr. Was it with a different company ? 

Mr. Krrxianp. The same company. 

Mr. Horr. I yield to Mr. Rhodes. 

Mr. Ruopes. Thank you. You know that the employees contribute 
nine-tenths of 1 percent of their pay so that you have a pretty good 
idea of the number of dollars whic h go into this fund each year 

Mr. Kirxtanp. No, sir. 

Mr. Ruopes. You know how much the employee is putting in? You 
know what the benefits are and it should not be too hard for a good 
actuary to figure out what the premium should be to take care of & 
plan of that nature. By going through that process of consideration 
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would it be too difficult to determine about what General Electric is 
going to pay to make up the difference? 

Mr. Kirgxianp. I am afraid it would, sir. 

Mr. Ruopes. Why would it be so difficult? You have only one un- 
known. 

Mr. Kirrxuanp. No, sir. To determine the actual cost of a health 
insurance plan in operation, you have to make a distinction between 
the gross premium cost and the net premium cost. The gross cost is 
the initial ch: arge of the insurance company for a given amount of 
coverage which is based on certain assumptions as regards the reten- 
tion of the company—which includes how much they will pay in com- 
missions—and as regards what the actual claims are going to be, 

Now if over a period of a year or two afterward the claims are less 
than anticipated, then you arrive at a determination of the net cost, 
and the difference between the net cost and the gross cost is paid bac k 
to the company in the form of dividends. There is really only one 
way to find out what the actual cost is. That is by actual experience 
and seeing what the actual claims and dividend experience and prac- 
tice has been. 

The only way we can determine that is by finding out what the oper- 
ating experience has been, in the case of carr iers which operate on this 
experience rating basis. The company’s actual cost is its gross pre- 
mium less the dividends it receives back. There is no way in predict- 
ing in advance with any real degree of accuracy what those dividends 
are going to be. 

Mr. Ruopes. You are figuring this premium and the net cost to the 
company under the most favorable set of circumstances possible to the 
company. Do you feel that there is any chance that the employee 
withholdings would more than handle the net cost of this insurance 
program ¢ 

Mr. Kirxianp. There have been cases. I did not make this state- 
ment in this case. 

Mr. Ruopes. I am talking about this case. Mr. Kirkland, do you 
feel, then, that General Electric is paying a certain amount of money 
in addition to the employee contributions, but you don’t know how 
much / 

Mr. Kirkianp. I feel this, in this case, sir: In the aggregate—that 
is, taking the total of all premium payments made from both sources 
and the total of all oumicens payments made and the total of all 
dividends paid back—I am quite sure that GE makes a substantial 
contribution. In fact, the figures on it were put before the Massa- 
chusetts State investigating committee, a year or so ago, which did 
investigate this case. This was the first time that the union ever 
received information on the cost of the plan. But when you look at 
the separate components of this aggregate, you find a different pic- 
ture. As I understand it, the company position is that they are pay- 
ing about two-thirds of the cost for the individual for his own cover- 
age, but they pay none of the cost for the man who covers his 
dependents. 

{r. House. For the dependents only. They are paying two-thirds 
of the cost of the man. 

Mr. Kirkianp. Correct. I would say there might be every reason 
to believe that the actual net cost of dependents coverage is less than 
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the man is paying for it. That is quite possible and entirely pos- 
sible in this situation. 

Mr. Hotr. Mr. Biemiller, on this public disclosure I know that you 
were here yesterday and I don’t know whether you heard me ask 
how does the employee find out about these plans. 

Mr. Bremitter. [ will comment briefly, but a little later we go 
into that in a bit more detail. We expect the information to be sent 
to the employee and furthermore, we expect him to have access, or 
his representatives to have access, to the filings. So that the full 
data can be available. 

Mr. Horr. So that it will be made available to him. That is one 
of your rules now. 

Mr. Bremiuter. Correct. 

We will not permit any of our union officials to serve on a plan 
today that does not give full and complete information. 

Mr. Hotr. That is mailed to them or posted on a bulletin board ? 

Mr. Kirkianp. The common method is to put it out in the trade 
union journal. 

Mr. Bremiter. Which goes out automatically to every member. 

Mr. Horr. It is mailed to them, in other words. Have you looked 
into some of these rather elaborate administrative setups that admin- 
ister some of these plans? When we looked into the teamsters setup 
in Los Angeles several years ago they had an elaborate setup and 
the money was loosely handled. ‘There must be a model operation 
with a certain number of billets to operate some of these plans. In 
other words, there is a system which is good for one plan of a cer- 
tain size and ought to be good for another. 

Mr. Krrxxuanp. Do you mean on staffing or things of that kind? 

Mr. Horr. Yes. 

Mr. Kirxianp. No; we have never undertaken to do that. 

Mr. Hott. Don’t you think it might be helpful ? 

Mr. Kirrkuanp. Well, if we could be reasonably sure of the general 
soundness of particular practices, I think it would be. 

Mr. CrurksHank. Congressman, I just came back from conferences 
of trade-union officials which were held under the auspices of two of 
our State organizations—one is in Massachusetts and one in Penn- 
sylvania. We will be covering others. In both places it was interest- 
ing that our membership was now calling for more specific guides. 
We did get out a set of guides under a special committee on pensions 
where the guides are quite specific and the bugs to watch for are listed 
and the special precautions. 

Mr. Kirkland was the author of that guide. I think it is very 
useful. He served as staff for the special committee of the executive 
council set up to make the study. It has been very useful. 

I believe you will appreciate that our small staff has been pretty 
busy in the last few months in this field but we have it high on our 
agenda to get out some more specific guides, implementing these codes 
along that line, and you are quite right. It would be useful. 

Mr. Horr. I yield back the floor. 

Chairman Barpven. Let me make this statement and then we will 
proceed with your statement. 

Here is something that not only confuses me but which I think is 
very dangerous. I happen to be one person who believes in collective 





ee ee ee ee ee eal 


na re -— 


neral 


‘ences 
wo of 
Penn- 
erest- 
uides. 
1sions 
listed 


very 
‘utive 


pretty 
n our 
codes 


> will 


ink is 
ective 


WELFARE AND PENSION FUND LEGISLATION 165 


bargaining. I also believe that the more lightly the Government 
touches that process the better off we would be and it confounds me 
to some extent to find that folks in the position that you are in are 
now complaining about these things that are arrived at at the bagain- 
ing table. I do not know how far you want this committee to go, 
but it has always been my impression that as to those things that are 
arrived at at the bargaining table and agreed to and signed and 
sealed, the Government should keep hands off. That is what I think. 
In the absence of specific abuses or some advantage taken of somebody, 
I am very fearful even in this hour when I know everybody feels they 
must do something that we may do something wrong and then you 
would be back before this committee saying, “I did not mean that. 
You did not mean that. I did not have any better sense than to do 
that.” 

Remember that you are setting it in motion now and you may have 
to some day control it. I view it with some concern, and I am not as 
good a labor leader as you are. I think you will admit that. 

Mr. Bremer. You are certainly as aware as I am that our posi- 
tion in this instance coincides with yours. We do not want the Gov- 
ernment intervening at the bargaining table. 

Chairman Barven. But you are complaining about something that 
is arrived at at the bargaining table by those good men. There were 
not any of them more responsible, you can rest assured, and they 
signed it and agreed to it, and it does not behoove either you or me 
to complain about it unless there is something wrong or someone that 
has been taken advantage of, and you and I both have the feeling I 
think that that type of company keeps their books pretty straight. 

Mr. Bremitter. May I finish my comment, Mr. Chairman ? 

Chairman Barpen. Yes. 

Mr. Bremitter. Secondly, there are certain kinds of plans in which 
the Government now does require certain information. You are 
getting that under Taft-Hartley. 

Chairman Barpen. You are getting another review of that kind of 
situation with the Internal Revenue Department. They check these 
things. 

Mr. Bremitier. I was going to mention Internal Revenue. 

Chairman Barven. I think we should not be unmindful of the fact 
that this great Government of ours has not shut its eyes to these 
things. The Internal Revenue Department has been reviewing these 
things. 

Mr. Bremitier. As far as pension plans are concerned. 

Chairman Barpven. You can not require the Government to be any 
more perfect than we ourselves are, and I think the unions could come 
into that, and all of us make our mistakes. 

Mr. Bremer. But there is nothing in the law, Mr. Chairman, 
which requires the Internal Revenue Department to touch the health 
and welfare plans. It is only pension plans with which they concern 
themselves. 

The other points that I want to make are these: We are not asking 
here in any way, shape, or form or manner anything that would in- 
terfere with the collective-bargaining procedures. We are asking 
purely for disclosure. We are not asking for the Government to step 
in and do any negotiating on any health and welfare or pension 
plan. All we say is that we think all plans should be treated alike, 
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that the light of day should be put on them. We say honest people 
have nothing to hide. Let’s get this matter right out in the gold- 
fish bowl where we can see what is going on. These plans are quasi- 
public in character. We think not only the beneficiaries but the pub- 
lic has a right to know what is going on. 

These plans came out, as we : all know, of developments during the 
war when the War Labor Board hit upon this procedure as a means of 
not having direct inflation through wage payments. These have 
grown to a point of where they have become a form of social insur- 
ance, if you will, in the United States of America. The labor move- 
ment would have perferred some other approach to these matters, but 
this is what has grown up in our society. We would have pre ferred, 
frankly, and I think everybody here knows it, some outright Govern- 
ment insurance where everything would have been aboveboard and 
where people could have seen it. That has gone by the board at least 
for the moment, and we are now operating under these health and 
welfare and pension plans. 

I repeat we consider them quasi-public in character. We think that 
there is a public trust involved, and we think for that reason the 
Government has a right to know what is going ov in all of these plans, 
and we want them oper: ating right out in a goldfish bowl where any- 
body can see what is going on. We are not ashamed or afraid to put 
everything on the table. We have proceeded and will proceed against 
any ‘trade-union leaders who violate the confidence of their people 
or the public on these matters. We think that these matters should 
be public, and that is what we are asking for when we come before 
this committee. 

Mr. Wier. Is it not true, Mr. Biemiller, that during recent years the 
bargaining table has been weakened considerably? The legs are 
getting very woeply around that bargaining table because of legisla- 
tion passed that makes it almost impossible for unions to carry out 
any form of bargaining that is substantial ; and into this field comes 
the basis on which most e mployers act, that “If I am to be responsible 
for payments into this fund, I w ill operate te 

Mr. Bremitter. That is precisely the poin 

Mr. Wier. The result is that, as Mr. Rhodes said a few minutes 
ago, the labor movement is very reluctant at this time to call a strike 
on the basis of full bargaining and full re presentation of all the facts 
in connection with this whole program. You have to take what 
the employer says, that “I will operate it, [ will manage it, I will make 
the payments. That is none of your business.” The effectiveness of 
the union’s bargaining power is ‘lost. because it doesn’t have the facts 
on the financial soundness of the program under which they are ex- 
pected in years to come to participate. 

Mr. Ruopes. Will the gentleman yield? 

Mr. Wier. Yes. 

Mr. Ruopes. I am a little mystified as to these laws we have passed 
which have weakened the legs of the bargaining table. 

Mr. Wier. The right-to-work law. 

Mr. Ruopes. I might say that my State has a right-to-work law, 
and we have some strong unions, and the wages are pretty high. 

Mr. Wier. Let’s not confuse unions with w: ages, The latter are 
based on demand. 
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Mr. Ruopes. The unions, I thought, were supposed to have some- 
thing to do with wages. 

Mr. Wier. Certainly, they do have something to do with wages, but 
the facts are that the wages are due to demand for work. 

Mr. Ruopes. We have some pretty strong unions, and I know it 
better than anybody. 

Mr. Wier. In Arizona ? 

Mr. Ruopes. Yes. 

Chairman Barpen. May I say to the gentleman that I come from 
an area that has learned the hard way that the further the Federal 
Government goes into your business the less you are going to have. 

Mr. Wier. We recognized that 20 years ago. 

Chairman Barpen. You may come into the field and touch the 
nerve center sometime and then you will be so sorry. 

Mr. Wier. I don’t want Government in collective bargaining at all. 

Mr. Bremitier. May I observe that I think this is a way of keeping 
the Government out of these matters and that, if we don’t have a dis- 
closure and a chance to find out what is going on, you may get de- 
mands in a few years for the Government stepping into these matters. 

Chairman Barpen. The Government is not going to give your right 
arm all the strength without giving what you, apparently, regard here 
as your adversary a little strength. 

Mr. Bremitier. That is true, but, I repeat, that is one issue where 
we want to get the facts out in full view. 

Chairman Barpen. You just want what you want. I am a little in- 
clined to be that way myself. 

Mr. Bremruter. No; we are interested to let the public see this thing 
in operation. 

Chairman Barpen. You give me everything I want, and I won’t 
bother anybody. 

Mr. Ruopes. Mr. Chairman. 

Mr. Hoxr. Mr. Biemiller, can a stockholder get this information 
from General Electric; any stockholder ? 

Mr. Bremitter. I don’t believe he can. 

Mr. Frevincuuysen. Mr. Chairman. 

Mr. Bremitier. You would have to ask the SEC that, but I think 
you would find the answer is “No.” 

Mr. Frevincuuysen. Mr. Chairman, this extended discussion 
started off with Mr. Gwinn’s question, and it involved at one point 
a question that I asked the witness, regarding the abuses which they 
say exist with respect to these level-of-benefit plans. I would 
like an answer to the question, if they have the information available 
now. 

As I understand it, the basic purpose of their disclosure statute is 
to reveal facts which would indicate that there are abuses in plans. 
If your position was that all funds should have the facts disclosed 
because there may be abuses, I would certainly say that it would be 
advisable to include the level-of-benefit plans. 

Your testimony seems to indicate that you would like this informa- 
tion because you don’t know the actual expenses which the employer 
is forced to meet in connection with these health plans. It sounds 
as if you would like it for bargaining purposes, not for the revelation 
of abuses. 
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Do you have specific information as to the flagrant abuses, or what 
Mr. Biemiller called questionable practices, with respect to these 

lans, so that we can take specifically under consideration the prob- 
ems which have developed which you know something about now 
with respect to abuses ? 

Mr. Kirxuanp. Mr. Frelinghuysen, we would like this disclosure 
because we think there may be abuses, because we are quite sure that 
there are opportunities for abuses. To the same extent, we feel that 
these abuses can have the effect of increasing costs unnecessarily, 
which has the secondary effect of depriving workers of benefits that 
they might otherwise abtain, and also of generally weakening the 
whole foundations of the structure of the plan. Now, on the specific 
cases, we mentioned a couple. 

Mr. FreLINGHUYSEN. You mentioned one, as I recall. What other 
one did you mention? You mentioned this glass company. 

Mr. Kirxuanp. I think, as we stated in our testimony, we are doin 
it to determine whether there have been improper practices. I think 
you have to have some standards, and the standard that we use is our 
code of practices. 

Mr. Fretincuuysen. Do you have any illustrations of flagrant 
abuses? That is what I am asking. I still do not have the answer, 
except in the case of this glass company in Rochester. I don’t want 
to press you. If you don’t have them, tell us. 

Mr. Kirxianp. I just wanted to set the framework as a point of 
reference. We made the statement that we found that there are 
practices which constitute violations of standards that we believe are 
the standards of proper administration and honest administration. 
One of those abuses, we feel, is the conflict-of-interest situation where, 
in the procurement of insurance, there are conflicting interests, op- 
posed to the procurement of the best insurance at the lowest cost in 
the interests of the beneficiary which, we think, should be the dominant 
consideration. An instance where there is a tieup, either financial or 
personal, between the company that is buying the insurance on behalf 
of its workers and the carrier that is selling the insurance is a conflict- 
of-interest situation, in our view, and in our view it militates against 
the purchasing of the best insurance. 

Mr. Frevincuuysen. Are we talking about General Electric again 
now ? 

Mr. Kirxuanp. This exists in the General Electric situation. 

Mr. FrevincHuysen. What possible conflict of interests could there 
be because two members of the board happen to be members of the 
carrier ? 

Mr. Gwinn. Especially since they buy their insurance by open 
bidding. 

Mr. Bresuier. They do not. 

Mr. CrutksHAankK. They refuse competitive bidding. 

Mr. Fre.incuuysen. What is the conflict of interest because they 
happen to be members of boards of both the company and the carrier? 
Why is that a conflict of interests ? 

Mr. Bremiter. The chairman of General Electric Co. represents 
the carrier. 

Mr. FrevtincnuysENn. He represents the carrier? 

Mr. Bremer. He is a member of the board of directors. 
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Mr. Frevincuuysen. Are you charging that the contract is awarded 
begause members of the board sit as members of the board of the 
carrier 

Mr. CrurksuanK. No, Mr. Congressman, but is it not fair for us 
to accept the simple fact that a member of the board of directors of 
any company, whether an insurance company or manufacturing com- 

any or anything else, is responsible to that company and its stock- 
fol ers for its particular interest, for its profits? The profits can be 
affected by the claims and the price at which insurance is sold in this 
instance. 

Now, if he is representing another company which is a purchaser, 
in that capacity he represents their interests and, traditionally in 
classical economics, the interests of the purchaser and the vendor are 
in conflict. 

Now, here is a situation where the purchaser and the vendor is one 
and the same person insofar as they represent the interests of the in- 
surance company as a member of the board of directors and they 
represent the interests of the purchaser as a member of the board of 
directors of the purchasing company. 

Mr. Roosrve.t. Would the gentleman yield ? 

Mr. Freitincuvysen. No; I will not yield. I would like to hold 
the floor if I can. It seems hard to get it. 

Mr. Roosevett. No hard feelings. I just asked. 

Mr. Fretrncuouysen. I still would like to get at the nature of the 
flagrant abuse which you feel exists. This conflict of interests be- 
tween certain members of the board of General Electric and the 
carrier is one which you think is questionable practice, to say the least ; 
is that right ? 

Mr. CrurksHaAnk. It is questionable practice within our frame of 
reference and we take our frame of reference as being the code appli- 
cable to union people. All we have ever said, sir, is that the stand- 
ards which we have adopted as applicable to our own people and 
under which pretty drastic action has been taken are the standards 
caiag code which we feel only fair to apply to the other side of the 
table. 

Mr. Fretincnuysen. Do you have any other illustration except 
this possible conflict of interest at GE? 

Mr. Bremiuier. Yes. 

Mr. FreLIncHuysen. Maybe we could get them now. 

Mr. Bremituer. President Meany cited one in his testimony before 
the Senate. As he said in that testimony, we prefer not to release 
the name of that company. We will do it in private or public if the 
committee insists because this is an issue that has been settled. 

Mr. Fre_incuuysENn. I would prefer to have one that we can talk 
about rather than one about which we can’t talk. 

Mr. Bremer. We can talk about it and explain it and I will be 
glad to give you the name later on. 

Here is what ree On a group insurance policy, and I will 
have to give you the exact figures which I have later, the company 
was sharing with the employee the cost, was paying some 73 cents. 
The union got busy and talked to some competing companies and 
oe they could get it at a greatly reduced rate, 60 cents, as 

recall, 
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When they came in to the bargaining table with this information 
the company oe at them and said “We know that we can get 
it cheaper than that but we are sticking to this one,” and the insur- 
ance was let through a member of the board of directors of that com- 
pany, who was also an insurance agent. 

The controversy was settled in this instance, and there were other 
issues involved, through a strike situation in which the company 
finally agreed to take the whole cost of that insurance policy and to 
this day we don’t know what they are paying. 

Chairman Barpen. Let me read something there. I have read this 
in the paper. You referred to the statement made by Mr. Meany, 
and I see here: 

The General Eelectric Co. issued the following statement in New York today: 
“Mr. Meany has made himself ridiculous in his unwarranted charges as a result 
presumably of his having been misled by his union associate, Mr. Carey’— 
1 don’t know Mr. Carey either—“Mr. Meany should have taken the precaution 
to learn that the amount paid by the employees under the code insurance plan 
is fixed by the negotiated union agreement and the General Electric pays the 
entire balance, however high it may run. Only the company and not the em- 
ployees would suffer if anything other than the best available rates were paid. 
Our purchase of protection and service from the Metropolitan Life Insurance Co. 
began in 1920, has been carefully reviewed with each renewal, and continues 
in our opinion to represent the best available value we can obtain for our needs, 
Our beginning purchase from Metropolitan in 1920 and our first disability 
coverage in 1939, were before Mr. Reed and Mr. Woodruff’’—presumably they 
are the two men you are talking about—‘“‘became directors of this leading mu- 
tual insurance company in the public interest. Neither of these directors is 
in any position to profit in the slightest from the business Metropolitan does 
with General Electric. 

“It is most difficult for us to understand Mr. Meany’s charge of secrecy since 
the record amply demonstrates that we have issued periodic statements as to 
each individual share in the plans. We have continued to publish the statement 
annually as to the operation and administration of our pension plan. Mr. 
Meany apparently has allowed himself to be victimized by old and long discred- 
ited charges which Mr. Carey has been trying unsuccessfully to promulgate for a 
long time. We hope this is not just a carefully timed attempt to discredit 
reputable companies in order to divert the spotlight from the current unfavor- 
able disclosures on activities of some union officials before the Senate com- 
mittees.” 


As Mr. Rogers said, all I know is what I read in the papers, but I 
do know that I personally have a little insurance in the company 
referred to and I don’t want any monkey business in that. I will say 
that in my business experience it is not at all unusual and, as a matter 
of fact, it is quite the custom that one director from one company 
may be also a director of a half-dozen companies, and I do not think 
it is quite fair to say that because Beck was a great labor leader that 
you are the same type that he is, because some crook somewhere got 
in bad it would hardly be a fair conclusion to say that these two gentle- 
men, whoever they are, are crooks too. 

Frankly, if General Electric is paying much more than the employee 
T cannot see where the employee would be concerned. For General 
Electric to have no better sense than to rob General Electric or for 
the other 48 or 50 or 75 directors in Metropolitan to not have any 
more sense than to let 2 GE directors rob Metropolitan just does not 
make sense tome. I think there should be some stronger basis for the 
kind of talking that we have been doing here. 

I want to say that, as little as I know about the picture, I do think 
there ought to be some element of fair play. 
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Mr. Kirxianp. May I say a few words on the General Electric 
thing, sir? 

Chairman Barpen. Yes. I have made no point other than to read 
what I read. I could entertain you with not only one but I have a box 
of communications. 

Mr. KrrK.anp. Our position boils down to this, I think: that where 
there is some involvement between companies and carriers which 
prevents, rules out other carriers who might be able to offer better 
benefits at lower cost, we think that that serves to the disadvantage of 
the plan. 

Chediterhanh Barpen. I do not think that in my State they permit 
bidding on insurance. I must pay exactly the same dollar for insur- 
ance as you pay, and any insurance agent in North Carolina that 
gives me a cheaper rate on an insurance policy than you get goes out. 

Mr. Bremitier. Mr. Chairman, assuming that your statement is 
correct, and I am not challenging it, you have raised a fundamental 
issue. You are now talking about the sale of policies to individuals 
and one of our points in this whole matter is that we are dealing here 
with huge group policies, and that the kind of premiums that have 
been paid and which you are quite right, that most State laws insist 
must . paid, are part of the trouble that we are up against. Take, for 
example, the huge railroad plan that was recently negotiated. That 
was done at one-quarter of 1 percent. 

Chairman Barpen. Who took it? 

Mr. Bremitier. Travellers. We say that in most of these instances 
there is no need for these huge commissions which are paid and 
which are forced to be paid by State law. We say this is the kind of 
thing that we want to get at and find out where we are. 

Chairman Bagpen. I think we have explored this field and are tak- 
ing too much of your time. We might as well be frank with this 
think. It takes two crooks to pull a deal. ( 

Mr. Bremiiier. I didn’t say a deal. I am praising them. 

Chairman Barven. There are some union officials in it and I don’t 
condone it any more than you do. What we want to do is honestly 
and fairly arrive at the proper thing to do and we don’t have to 
suspicion all Americans in order to do this thing which we think ought 
to be done. 

Mr. CrurksHANk. In the instance Mr. Biemiller cited, it didn’t 
take two crooks. It took two honest men because we are citing the 
very low premium, one-quarter of 1 percent. It took two honest 
men there. 

Mr. McGovern. Isn’t the point, Mr. Chairman, that Mr. Biemiller 
and his associates have been trying to make all morning simply that, 
if we are going to have regulation of any kind, that it ought to be 
applied equally to any group having charge of a pension or welfare 
plan? It seems to me that the significant point of this whole discus- 
sion this morning is that Mr. Biemiller and his group are not asking 
that any regulation be applied to management that they are not will- 
ing to subject themselves to ¢ 

Chairman Barpen. Mr. McGovern of course the truth about the 
whole situation is that this bill that Mr. Biemiller is advocating would 
not touch what you are talking about. 

Mr. Bremiier. We disagree, sir. 


94914—58 12 
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Chairman Barpen. You could not do anything about it. You 
would have to prove misconduct. 

Mr. Brier. But, sir, we feel very strongly, as we will point 
out when we get to it here, that either the Thompson bill or Freling- 
huysen bill would produce a situation in which with this light of 
publicity on the gentlemen who are running these plans, they would 
not dare do the things they have been trying to do. 

Chairman Barpen. I just do not want to be a party to a bull-in-a- 
china-closet proposition and then break the china and eat off the floor, 
I don’t like that. 

Mr. Tuompson. Mr. Chairman, you don’t consider that the bill 
which I have introduced is a bull-in-a-china-closet proposition, do 

ou ? 
* Chairman Barpen. I am talking as a matter of policy here. I 
don’t know about the bill. 

Mr. TuHompson. I thought you said a moment or so ago to Mr, 
Biemiller that in effect he doesn’t think that this legislation was a 
bull in a china closet proposition. 

Chairman Barpen. Let’s you and I not fuss. [ love you, too. 

Go ahead, Mr. Biemiller. 

Mr. Tuompson. I love you, too, Mr. Chairman. 

Mr. Frevincuuysen. | did not yield, but I will be glad to yield. 

Chairman Barpen. I am giving up pieces of it and giving it to 
Mr. Biemiller. 

Mr. Bremitter. Thank you, Mr. Chairman. 

Mr. Houss. Mr. Chairman, may I make one point ? 

Chairman Barpen. I think I had better let Mr. Biemiller go for- 
ward now. 

Mr. Breminurr. Referring to level of benefits, to get back where 
we were, even if you adhere to the view that, under such plans, only 
the benefits are a proper concern of employees, the fact remains that 
the character, ehliey, and security of the benefits as such may be 
directly and adversely affected by the existence of corrupt or unethical 

ractices in the procurement of insurance. The transfer of the health 

enefit coverage from a nonprofit service benefit plan to a commercial 
indemnity carrier solely because of unethical inducements or the 
existence of compromising ties between the carrier and employer 
officials, for example, can have a profound effect upon the character 
and adequacy of the benefits provided. The placement of the con- 
tract. because of unethical inducements or relationships with a carrier 
whose financial structure is weak, or claim services inferior, or which 
penne a policy of forcing legitimate claims to litigation, would 
ikewise conflict with the best interests of covered employees. The 


cost, quality, and efficiency of the mechanism chosen, in other words, ’ 


has a direct and substantial effect upon the results in terms of benefits, 

(3) Employee contributions to level-of-benefit plans do not there- 
upon become the rightful property of the employer or of the outside 
agency to whom they are conveyed—at least until the benefits which 
are offered in exchange are actually provided. While health insur- 
ance plans might be regarded as providing current protection even 
though all covered workers do not receive benefits, this is not true in 
the case of pension plans. Employee contributions to pension plans, 
level-of-benefit or otherwise, represent their savings—frequently their 
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only life savings. They are returnable to the employee or his sur- 
vivors, usually with interest, in the event of a severance or death 
before retirement. The employer administrators of level-of-benefit 
contributory pension plans therefore are in the position of handling 
large sums of money, over an extended period of years, which must 
be regarded as the sole property of the employees who contributed 
that money, no matter how you regard the amounts paid in in the 
form of employer contributions. 

The future security and welfare of the covered employees is largely 
dependent upon the honesty and efficiency with which that money is 
administered. On what conceivable grounds can management pos- 
sibly justify the position that it should be protected from the duty to 
give to employees an honest accounting of their handling of the 
employees’ own money? No contract or agreement accepting the 
terms of a welfare or pensicn plan and authorizing payroll deductions 
for that purpose can be construed as authorizing theft, mismanage- 
ment, or the violation of the trust implied in such an agreement, 
or as contracting away the right of employees to the protection that 
disclosure legislation would provide. 

(4) While the collective-bargaining agreement, where there is one, 
may not bind the employer to a fixed contribution or level of cost, the 
cost of the plan is invariably a very present factor in the content 
of the bargain that is made. That cost 1s assessed against the amount 
of the total settlement, as an ingredient of the economic package that 
emerges from negotiations. In other words, the more that is spent 
on health, welfare, and pension benefits, the less the amount of the 
cash-wage settlement. Te employees must therefore bear that cost— 


including any — that may have been wrongfully diverted 


from its intended purpose—in the form of a lower level of wages and 
other benefits than would otherwise have been obtained. 

(5) In authorizing payroll deductions as employee contributions to 
a welfare or pension plan, eon often rely upon representations 
set forth in descriptive pamphlets or other literature circulated by the 
employer. These pamphlets, which are usually the only documents 
relating to the plan that the employee ever sees, have frequently con- 
tained statements, as regards the employer’s share in the financing 
of the plan, which are misleading if not actually fraudulent—such 
as the statement that the employer is “matching” the employee con- 
tribution, or that the employer pays “half” or more of the total cost. 
Where (unknown to the employee) the employer receives back and 
retains substantial dividends derived not only from his own but the 
employee’s contributions, thus reducing his actual contribution well 
below the level represented to the employee as an inducement for him 
to enroll, such statements are patently false. The employee is entitled 
to know the true facts of the matter before he can make a wise judg- 
ment as to the merits of the plan in relation to the price he has to pay. 
The rule of caveat emptor should not be allowed to govern the 
operation of programs upon which the health, welfare, and security of 
millions of employees and their families so largely depend. 

(6) There are many level-of-benefit-type programs where the effect 
of excessive initial costs and unnecessary subsequent increases in costs 
are felt by the employees involved in a direct, immediate, and tangible 
way, as well as through the routes already described. I refer to those 
contributory plans where the amount of the employee contribution is 
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determined by the application of a percentage figure—such as 50 per- 
cent—to the gross premium rate charged for the special benefits. | 
refer also to that considerable number of plans under which—though 
the employee’s own benefits are financed wholly or in part by the em- 
ployer—the employee himself is required to pay the full cost of his 
dependents’ benefits, at the gross premium rate charged by the partic- 
ular carrier selected by the employer. Under such a level-of-benefit 
plan, the employee bears a full share of the added cost that might 
result from corrupt or unethical practices on the part of those respon- 
sible for the administration of the plan. In fact, he may end up bear- 
ing a great deal more of that cost than does the employer, for these 
plans frequently do not provide for any sharing whatsoever by the 
employee in dividends or rate credits paid by the carrier on the pol- 
icy—even though the greater part of those dividends may have been 
earned on premium money contributed by employees. The employee, 
in other words, shares the entire burden of any increases in premium 
costs, while the employer derives the entire benefit of any decreases in 
these costs, through experience-rating dividends or credits. There is 
good reason to believe that this has resulted in some cases in the virtual 
elimination of any real employer contribution and, in some years, 
perhaps even a net profit to the employer. 

Finally, no self-serving exercise in semantics by those who seek to 
escape the proper application of a reasonable and necessary disclosure 
law can obseure the obvious fact that the continued existence behind 
a protective veil of secrecy of wasteful, negligent, weak, avaricious, 
or dishonest administration practices in the operation of any large 
number of these plans can undermine the whole vast and complex 
system of privately established health, welfare, and pension plans that 
has been built up in this country at great cost and much economic 
sacrifice. The public welfare is now heavily dependent upon the 
strength of that system. The best way to assure its preservation is to 
enact legislation that will bring the healthy sunlight of public dis- 
closure to bear upon all its branches. I want to emphasize, as strongly 
as I can, the plain fact that no sound and honestly run health, welfare, 
and pension plan can possibly suffer in any way from the requirement 
that reports on the important details of its operation be filed and 
disclosed. 

Turning now to the specific bills that are before this committee, 
H. R. 487 (Thompson) and H. R. 4653 (Green), both would meet the 
broad objectives for Federal legislation spelled out in the AFL—CIO’s 
convention resolution dealing with this matter. We urge their early 
favorable consideration by the committee. 

The only major difference in the above bills and the following bills 
lies in the identity of the agency designated to administer the law: 
H. R. 6513 (Reuss); H. R. 6650 (Ostertag); H. R. 7607 (Price): 
and H. R. 8004 (McGovern). The latter bills would place adminis- 
trative responsibility in the hands of the Securities and Exchange 
Commission, whereas the Thompson and Green bills designate the 
Secretary of Labor for the exercise of this responsibility. 

While we endorse the other features of the four last-mentioned 
bills, we do not believe that the Securities and Exchange Commission 
is the most desirable or appropriate agency to administer this legis: 
lation. This view is, I understand, shared by the Securities and Ex- 
change Commission. 
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In our opinion, it can best be administered by the Department of 
Labor. Legislation affecting employee health and welfare plans is 
essentially a labor-management matter. The Labor Department is 
charged with the promotion of the welfare of wage earners, and the 
performance of this responsibility by that Department would be 
most consistent with the real central objective of the legislation, that 
is, the protection of the rights and interests of beneficiaries as well 
as the public. We therefore urge that the Secretary of Labor, rather 
than the Securities and Exchange Commission or any other agency, 
be designated as the agency to administer the law. 

H. R. 7802 (Frelinghuysen) and H. R. 7960 (Ostertag) embody 
the revised legislation recommended by the administration. As such, 
these bills represent a very marked improvement upon the earlier ad- 
ministration proposals introduced earlier in the session as H. R. 2437 
(Frelinghuysen), H. R. 5994 (McConnell), H. R. 6014 (Freling- 
huysen), and H. R. 6649 (Ostertag). We welcome the introduction 
of this revised measure, for it greatly reduces the points of difference 
between the administration’s legislative recommendations and the ap- 
proach embodied in the Thompson and Green bills and comes very 
close to the standards recommended by the AFL-CIO. 

However, there are still certain important respects in which the 
Frelinghuysen bill (H. R. 7802) should be strengthened and im- 
proved. First, we believe that at least certain minimum specifica- 
tions as to the nature of the information required to be reported to 
the Secretary, under section 104 (c), should be stated in the legis- 
lation. In our view, the success or failure of the measure may well 
depend upon the character and adequacy of the information that is 
filed and disclosed. This involves certain policy questions upon 
which, we believe, the Secretary needs the instructions of the Con- 
gress. The public as well should receive from the legislation itself 
at least some minimum assurance on this point. Over and above 
the required authority to require to be reported such additional in- 
formation as he deems necessary and desirable to fulfill the purposes 
of the law. 

In our opinion, the specifications as to the nature of the report as 
set forth in section 6 (c), (d), and (e) of H. R. 487 and H. R. 4653 
should be adopted by the committee and incorporated in the legis- 
lation. 

Second, the disclosure provision, as set forth in section 106 (b) 
remains somewhat ambiguous. While it might be unduly burden- 
some to require a plan to furnish all beneficiaries with a copy of the 
full report, so that an abbreviated or summarized report for regular 
distribution to beneficiaries by the plan would be justified, it should 
be made clear in the legislation that interested parties should have 
access to the full report when they so desire. The language of sec- 
tion 106 (b), “information contained in the reports,” might be taken 
to mean that something considerably less than the full report would 
satisfy the intent of the measure. 

Third, we believe that provision for an advisory council, such as 
that set forth in section 8 of H. R. 487, is an important, necessary and 
desirable element in this legislation. H.R. 7802 does not provide for 
such a council. The advice and opinion of a representative body 
of informed persons serving as a statutory advisory council, would 
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be of considerable aid to the effective and realistic administration 
of the act, and to the formulation of further legislative proposals and 
recommendations that might flow from the experience gained from 
the operation of reporting and disclosure © eres 

If the final legislation drafted by the subcommittee were to cover 
the three points spelled out above, within the framework of H. R. 
7802, the resulting measure would in all essential respects meet the 
objectives of the AFL-CIO. It would then differ from H. R. 487 
only in language, not in substance. 

Finally, I should like to comment briefly upon one other bill that 
is before the committee, H. R. 7030 (Frelinghuysen). This measure 
would undertake directly to prohibit, and to make a Federal crime of, 
certain abuses and improper practices and payments that might arise 

out of the handling of trade-union revenues and employee health and 
welfare plans. 

While we do not question the good intentions involved in this pro- 
posed legislation, we do not believe that its enactment is necesss ary or 
desirable. The enactment of effective disclosure legislation, together 
with the types of State legislation and self- policing action that we 
have described and recommended, coupled with the vigorous enforce- 
ment of existing criminal laws, should be sufficient to meet the needs 
of the present situation. If, after a reasonable period of trial and 
experience under such a disclosure law, the need for additional Federal 
legislation of the regulatory type is demonstrated, it can then be con- 
sidered and acted upon more realistically in the light of that experi- 
ence. The disclosure approach should, however, be given an adequate 
test before more drastic measures of the punitive type, involving an 
expansion of the police power, are undertaken. 

3y enacting legislation of the type that we have here proposed and 
endorsed, the Congress will be performing a great service to the 
working people of this country—whether they are union members or 

ies, as well as to the public at large. Such legis- 
lation will serve not only as a safeguard against dishonest practices, 
but also as a stimulus to improvements in the efficiency and value of 
health insurance and pension plans generally. The AFL-CIO will 
cooperate in every possible way in helping to assure that such legisla- 
tion proves, in operation, to be a fair, efficient, and _ beneficial 
mechanism. 

That concludes our formal testimony, Mr. Chairman. 

Chairman Barpen. Mr. Perkins. 

Mr. Perxins. Mr. Chairman, I have no questions. I have been 
very much interested in what the witness had to state. I certainly 
want to compliment the witness on his fine presentation in presenting 
the views of the AFL-CIO. 

Mr. Bremer. Thank you, Mr. Perkins. 

Chairman Barven. Mr. Gwinn. 

Mr. Gwinn. Mr. Chairman, I don’t think I am going to ask any 
questions, but I would like the record to show that, after this testi- 
mony making repeatedly points of malpractice, even fraud or waste or 
personal profiting by trustees of funds at the expense of the benefi- 
ciaries of the funds, not an example was really produced on which we 
would be justified in making national legislation requiring everybody 
to disclose what they are doing as a matter of public record. 





—e Be bee OP 


QO Om Om ht aot st LO UF 


—. 
- 


co so 


QO @® mM oe HST 


ution 
and 
from 


over 
I. R. 
the 
. 487 


that 
isure 
e of, 
arise 
and 


pro- 
ry or 
ather 
t we 
orce- 
1eeds 
and 
leral 
con- 
peri- 
juate 
g an 


| and 
» the 
rs or 
egis- 
tices, 
ue of 
will 
risla- 
ficial 


WELFARE AND PENSION FUND LEGISLATION 177 


The only illustration of all this rather heated testimoney has been 
the case of a bankruptcy of a very small company in Rochester, N. Y. 
From the record, it would not seem to me that, on the basis of such 
facts, such extensive and costly legislation, involving $2 million or $3 
million of expense to administer, would be justified. That is all I 
have. 

Chairman Barpven. Mr. Elliott. 

Mr. Exxiorr. I would like to ask the gentleman this question: Does 
the ALF-CIO foresee a substantial expansion of the health, welfare, 
pension fund principle in labor-relations contracts of the future? 

Mr. CrurksHANnK. There will certainly be an improvement of exist- 
ing plans on a pretty widespread scale, I think, because there are very 
many inadequacies of the plans that are coming out in terms of their 
operation. It is a question as to how near the saturation point we are. 
There are about 31 million workers under some kind of health and 
welfare plan. Of course, not nearly all of those are our members. 
We think that something between 11 million and 12 million of the 15 
million members of the AFL-CIO are under some plan. Not all of 
them would be eligible. We are approaching the saturation point in 
terms of sheer quantity. I would say that we were far from the end 
of the possibility in terms of the quality and the cost of the program. 

Mr. Exuiorr. These plans will be an essential part, then, of bargain- 
ing or negotiation ? 

Mr. CrurxsHank. I think that is unquestionably true, sir. 

Mr. Exxiorr. Throughout the foreseeable future. 

Mr. CrurksHank. I think that is unquestionable, sir. 

Chairman Barven. Mr. Holt. 

Mr. Horr. Mr. Biemiller, I want to thank you and the two colleagues 
for coming today. I appreciate the testimony, and enjoyed it. I 
agree with you, in part, that further study of the committee will have 
to determine that we ought to be able to write legislation, if we are 
going to do so, that applies to all plans. There should be ground 
rules for all of these plans. I disagree with the NAM position en- 
tirely in this matter. I read your ethical practices codes when you 
sent them to my office. I thought they were fine. I reproduce them 
and sent them out to my own district. Do you feel that you have your 
own house in order now? Do you have a team that goes around the 
country now ? 

Mr. Bremitier. No; it is a question of charges being brought to us. 

Mr. Horr. An individual member can bring charges to you and you 
correct it ? 

Mr. Bremiuter. Correct. 

Mr. Horr. I understand that the teamsters just negotiated a new 
contract in the Los Angeles area and changed carriers. Do you folks 
follow something like that to see whether it is a better deal for the 
people, or is it still the business of the teamsters ? 

Mr. CrurxsHank. It is primarily the teamsters’ business. In our 
small office we try to keep a current account of trends, but there are 
so many thousands, literally, of the plans that only a few of the most 
significant and industrywide can come to us for any detailed analysis. 

Mr. Horr. I thought, perhaps, since there has been some difficulty 
in that union, that you might have looked into their affairs very 
thoroughly. 

Mr. Crurksuank. I did not myself. Perhaps Mr. Kirkland did. 
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Did you look at the new Los Angeles teamsters’ plan ? 

Mr. Kirxianpn. No; I have not seen that plan. 

Mr. Hour. They were going to set up a separate corporation to 
administer their insurance program in the States. I wanted to know 
how that related to this new program. 

Mr. Bremer. The teamsters, as you are probably aware, Con- 
gressman Holt, are still under investigation by our ethical-practices 
committee. The case has not been dropped. Itisstill current. How 
far they have gone I could not at this moment advise you because 
that is work being done by people other than members of our specific 
departments, but I am sure this whole matter is being thoroughly 
investigated. I will send to you and to the 6ther members of the 
committee, if you have not alre: idy seen it, the transcript of the speech 

made by President Meany 2 or 3 weeks ago today before the indus- 
trial-union department, in which he made it quite clear that no one 
who continued to violate any of these codes of ethics was going to 
remain a responsible leader of the Ame rics an trade-union ere 

Mr. Horr. This is not particularly relevant to this case; but does 
your ethical-practices code frown on the union members having rela- 
tions in the insurance business ? 

Mr. Kirkiann. Yes, sir. 

Mr. Bremitier. That is prohibited. 

Mr. Hour. This is not relative to this particular case. 

Mr. CrurksHank. Pardon me for interrupting. 

Mr. Horr. Surely. 

Mr. CrurksHank. In a directly affiliated union, direct action was 
taken because the business agent of the union had, through his family 
connection, the ownership of an insurance agency which was placing 
contracts not only with his own union but with teamsters and others, 
and he was removed from office by direct action because of this direct 
conflict of interests 

Mr. Horr. Is this matter in your department? Do you look into 
the fact when one of these plans invests in a particular company ! 

Mr. CrurksHank. That is also, sir, a matter of the codes. The 
codes have a specific standard with respect to that. 

Mr. Horr. How about this musicians union trust fund. Has that 
been brought to the attention of your particular department? 

Mr. CrurksHank. I am not sure which one you refer to. 

Mr. Kirkxianp. I believe that is the fund they finance benefit per- 
formances with. 

Mr. CrourksHank. That would not come under our department. 
There was one musicians action that we thought was quite interesting 
in New York. Facing this requirement that a commission must be 
paid to someone, the musicians set up their own insurance brokerage 
and paid the commissions to that, but in the charter of the brokerage 
agency or the appropriate instrument, and I am not sure what it was, 
it was determined that all of those commissions that are required by 
law to be paid to someone should be returned to the benefit of the mem- 
bers so that they set up really just a litle office to receive the commis- 
sions but instead of making it a matter of favoritism and special 
privilege to somebody for their personal financial advantage the 
agency was set up and chartered so that all its profits had to go back 
to the benefit of the members. That is the way they met the particular 
statutory requirement in New York. 
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Mr. Horr. Are you familiar with the new law passed by the Cali- 
fornia Legislature which has not as yet been signed? It is a new law 
regulating these funds. 

Mr. Crurksuank. Only in a very general way. 

Mr. Kirxtanp. We have not had an opportunity to read it or 
analyze it. 

Mr. CrurksHank. We understand there are some pretty wide 
exemptions in the California law but we would rather not really com- 
ment on it because it is very recent, as you know, and we have not 
had a chance to make a direct analysis of it. 

Mr. Ayres. Would the gentleman yield? 

Mr. Horr. Yes. 

Mr. Ayres. On this code of ethics, Mr. Biemiller, there are some 
of us on the committee that find that your funds are not used in our 

campaigns but they are used by our opponents. 

Mr. Bremer. Not union funds. 

Mr. Ayres. Here is my question: When the McClelland committee 
got going those of us representing industrial areas you can appreciate 
received complaints from union members. Under your code of ethics 
on the discussion on the disclosure of funds, where you had your own 
welfare — strike fund, would it be possible to borrow from that 
fund? I don’t mean to use the funds but to borrow until you had 
collected from the PAC the money to replace it. We have that com- 
plaint pending now on operations in Ohio where the man claims that 
you loaned the money from the welfare fund and it was replaced after 
the dollars were collected from the individual workmen but they were 
coming in slowly and they needed the money for the campaign. 
Would that be ethical under your new code to borrow from a fund, 
not use the money but loan it to the political activity of the organiza- 
tion ¢ 

Mr. Bremiiier. My snap opinion is no. 

Mr. Krrxuanp. There is nothing in the code that bears directly 
on the point you raised. 

Mr. Ayres. You don’t make any disclosure of moneys. Is that 
public information as to how much you raise? 

Mr. Kirkianp. We require it to be disclosed in the case of welfare 
funds. 

Mr. Bremiier. Do you mean political funds? 

Mr. Ayres. Your members know how much was raised. 

Mr. Bremiiirr. There is a full and complete account filed here in 
Washington with the names of every single person contributing. 

Mr. Ayres. In your opinion it w ould not be ethical to borrow from 
one of the union funds in advance of getting in the dollars to repay ? 

Mr. Bremitier. No. 

Mr. Horr. In your ethical practices statement do you require these 
administrative offices that are set up to administer these funds to 
disclose to not just the test how many times we find how many times 
they are not dishonest but to not pay enough attention but to members 
the details as to how they spend the money. 

Mr. CRUIKSHANK. Yes, sir. I refer you to pages 20 and 21. In 
the resolution it is in another page. You have the resolution. We 
will be glad to give you the copy of all the codes. Itis3. It says: 


There shall be full disclosure and report to the beneficiaries at least once 
each year— 
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and then it states the detail that should be included in the disclosure 
form. 

Mr. Bremiiter. It is pages 20 and 21 of the codes, Mr. Holt. 

Mr. CrurksHANK (reading) : 

3. Complete records of the financial operations of all welfare funds and pro- 
grams should be maintained in accordance with the best accounting practice, 

I will not take the time of the committee, Mr. Chairman. We can 
give copies of these codes to every member. 

Mr. Hour. Where does it say that the member knows about this? 
How does a man who belongs to a local out in Los Angeles get this infor- 
mation ? 

Mr. CrurxsHank. It is the next one: 

All audit reports should be available to the membership of the union and the 
affected employees. 

Mr. Hour. That is the one that goes out in the magazine? 

Mr. Bremuuer. The union magazine. 

Mr. CrurksHANK. Or a very common way to report them, of course, 
is a special brochure. 

Mr. Hottanp. Would you yield a moment? 

Mr. Horr. Surely. 

Mr. Hoxzianp. The local union has a local paper in some cases. I 
belong to a union which has a local paper. 

Mr. Hour. They have a local paper but we find in the teamsters 
poops taking trips and having money stowed away. I wanted to 

ow how detailed the report was. 

Mr. Bremitxer. I cannot answer the details of that. 

Mr. Ho tr. I will not take the time of the committee, but I would 
like to take these hearings we had out there several years ago and 
talk to you folks about it. 

Mr. Bremitier. We would be glad to. 

Mr. Horr. You say you have people investigating. I would like 
to see how it has been changed. 

Mr. Bremiier. Let me give you one instance with which I am 
familiar to show you what we have been doing. As you know, the 
distillery workers union is still under probation. They have been 
thoroughly investigated. One of the problems arising there was that 
in our opinion the report they were giving their members on the 
health and welfare fund was not in sufficient detail and was not giving 
them the information they needed. Since we have been looking into 
that situation and have taken some action, with further action pending, 
the members are now getting the report giving them the full story. 

Mr. Horr. You probably have an opinion or will give an opinion 
on this teamsters issue ? 

Mr. Bremitter. I assume that is one of the matters before the ethical 
practices committee if there is anything wrong. I am not passing 
on it now. 

Mr. Hour. I yield back the floor. 

Chairman Barpen. Is that the political action committee? 

Mr. Bremitier. You are referring probably, Mr. Chairman, to the 
old CIO organization called the political action committee, the old 
AFL Labor League for Political Education. 

Chairman Barpen. You want me to call it that because you wanted 
to teach people whom you did not like some sense ? 
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Mr. Bremuer. We are trying to enlighten the members of our 
union and the American people in general on what we consider vital 
issues in the Congress and the State legislatures but may I call atten- 
tion to the fact that a good deal of that organizations time is spent in 
conducting registration drives and attempting to get the people of the 
United States to participate more fully in politics and I think you 
would agree that that is a worthy endeavor for any organization. 

Chairman Barpen. If properly handled, yes. 

Mr. Gwinn. May we now assume that you are not going to run 
candidates for office ? 

Mr. Bremiutter. We do not run candidates for office. 

Mr. Gwinn. Or support candidates for one side? 

Mr. Bremiutter. Our local organizations endorse candidates in their 
areas. 

Chairman Barpen. I do not want to get into that except to ask, Do 
you give reports on preety sapeneneisen too ¢ 

r. Bremutiter. To the best of my knowledge, we do not engage in 

primary expenditures except in hy | isolated instances. As far as that 

oes, if we are in any primaries, the expenditures from our political 
unds are recorded fully for anyone to look at. 

Mr. Roosrvetr. Even in North Carolina. 

Mr. Bremitier. I am not aware that we have been in any in North 
Carolina. 

Mr. Hotianp. There are no primaries down there. 

Mr. Bremitier. I understand the chairman had a primary. 

Chairman Barpen. How do you know that? 

Mr. Bremiuier. I have been told about that. I happen to be the 
kind of person who scans everybody’s political situation. 

Chairman Barpven. Mr. Roosevelt. 

Mr. Roosrvetr. Mr. Chairman, I would like to ask Mr. Biemiller if 
he knows why there seems to be so much interest in eliminating the 
management-controlled, level-of-benefit funds. We have spent a good 
deal of the day in seeming to try to decide whether there were any 
particular instances that you could cite of mismanagement of those 
funds, and the theory, at least of the gentleman from New York, seems 
to be that unless you could cite instances of irregularities those funds 
should not be included. Now, it is my understanding that your posi- 
tion—and if I am wrong I would like to be corrected—is not that 
every instance or every type of plan that is to be accounted for under 
this legislation has necessarily had instances of mismanagement or 
anything wrong in it, but it is merely that, if we are going into legisla- 
tion of this kind, then everybody should be treated on the same basis for 
the possible future as well as past instances that might have taken 
place. Is that a correct statement ? 

Mr. Bremitzter. You state our position quite correctly, Mr. Roose- 
velt. 

Mr. Roosrvetr. Secondly, I would like to say that, if the committee, 
however, feels that it is necessary to have instances, the committee has 
before it now, upon which it has not acted, a number of cases, includ- 
ing one that has to do with the Bell Telephone Co., and I believe Mr. 
Perkins has had it referred to his committee. 

That has to do with a pension plan, and a mismanagement by the 
Bell Telephone Co. of that. I, personally, do not think it is necessary 
to go into all of those but, if it becomes necessary, I would certainly be 
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for setting up a proper subcommittee to handle such an investigation 
because, certainly, there are enough instances of complaints on file 
so that, if the committee feels that it is necessary, in order to include 
it in here, that we have that, that we could document the case fully and 
completely. I, personally, do not think that that is necessary. | 
think that the question is not primarily based upon mismanagement 
of the past, but it is also equally important from the point of view 
of the stockholder, the public, the ability of the employee to get in- 
formation upon which he can make proper request. To my mind, 
again, it was inferred that that was an improper thing; that, perhaps, 
it would help a certain side on bargaining. Well, we have decided in 
the past, many times, that certain information is proper in order to 
enable people to have fair bargaining, and it seems to me that this 
again comes into this picture. Again, I would like to ask you 
whether it is proper, in your opinion, to have fair bargaining, to have 
all of these facts available so that on the bargaining table the facts 
may be made known and sound information may be available upon 
which a fair b: argaining process can proceed. 

Mr. Bremittrr. We have so stated on numerous occasions, and man- 
agement representatives themselves have also made it clear that in 
any bargaining the amount that management has to put into health 
and pension and welfare plans is, naturally, part of that p: ickage, 
We believe that, if an excessive amount of money is being spent on 
insurance premiums or any aspect of these plans, it obviously makes 
the whole collective-bargaining picture tougher than it would be other- 
wise. Conversely, we do not understand why, when we say we might 
be suspicious, m: int igement is not willing to give us the facts. Wi hy 
does GE, for example, produce all of its ‘data on its pension plan, but 
will not do it on its health and welfare plan? This is, to us, a mean- 
ingless kind of operation on their part unless we have suspicions. Why 
do it once and not in the other place ? 

Mr. CrurksHank. If I may comment further, it seems to me that 
Mr. Roosevelt has put his finger on the very essential points here as 
to the necessity for facts as supporting collective bargaining. The 
members of this committee are all aware, for example, of the very 
earliest development and growth of the Department of Labor. We 
had the Bureau of Labor Statistics, which preceded the Department 
of Labor by 8 or 10 years, on the principle that the facts about the cost 
of living, the facts about wages were the very essentials of free, 
democratic, collective bargaining. It seems to me that this is thor- 
oughly in line with that tradition that goes back before 1913, when 
the Department of Labor was actually established, that having the 
facts is essential to clean, good, collective bargaining as well as good, 
clean management in this area. 

As to the way in which the actions of the unilateral plans affect 
the employees, there have been some questions raised which would 
indicate that, in the mind of the questioner, the employee could only 
suffer if there was some failure to-make good on the payment of the 
promised benefits, but in the intricate complex of collective bargain- 
ing that is not true, because, either directly or by implication, these 
plans are in the collective-bargaining process almost without excep- 
tion and, with no exception that I know of, in lieu of some other ty 
of remuneration or a wage increase. There will be a request on the 
part of the union. Perhaps it will initiate with the employer. He 
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may say, “Other companies are doing this. Instead of a wage in- 
crease this year, it will be this kind of thing. We will provide you 
with this set of specified benefits, this schedule of benefits.” ‘The em- 
ployee representative at this point, in view of the fact that it 1s 
either directly or implicitly in lieu of a cash wage increase, will say 
to the employer, “How much is that costing, and what is the net cost 
after the dividends are paid back, and so forth?” 

That becomes the very essence of the collective bargaining and re- 
lates to this long tradition which, as I say, precedes the establishment 
of the Department of Labor, that having the facts is the most con- 
structive contribution to orderly and peaceful collective-bargaining 
negotiations. 

Mr. Gwinn. Mr. Chairman. 

Mr. Roosrvetr. I am happy to yield. 

Mr. Gwinn. Would the gentleman yield? 

Mr. Roosrevett. I am very happy to yield. 

Mr. Gwinn. In connection with the point the gentleman from 
California made and to which you directed your answer, it would 
seem, and I think it has not been brought out before very clearly, that 
you believe the United States Government should lend its compulsions 
to this legislation or some type of legislation to bring out facts that 
may have no reference whatsoever to law and order but to help you 
in getting the facts which you need in your contractual relationship 
between labor and management. Is that not going pretty far ? 

Mr. Bremitvier. Put that way, it might be, Congressman. 

Mr. CrurksHANK. Put that way, it might be, Congressman; but 
what I was trying to say is that it is true in the long tradition of this 
Government and of both management and labor, I think, that the es- 
sential facts that have to bear on the substance of collective-bargaining 
issues are important. The Bureau of Labor Statistics, I say, was the 
forebearer of the whole Department of Labor, and the Bureau of Labor 
Statistics has been a bureau which has had the strongest consistent 
support on the part of the Congress, so that these facts are useful in 
collective bargaining. They are also useful to the employer. There 
is no area that I know of in which there is greater unanimity than 
that for those bargaining on good faith on both sides of the table the 
facts that are essential to the issues at stake are the most important. 

Mr. Gwinn. We ought not have to have compulsory political legis- 
lation to bring about the thing that you say is desirable. 

Mr. CrurksHAank. There we. would disagree. We would say that 
it. was similar to the enactment of the securities and exchange law 
wherein by much detailed regulations, the full disclosure of invest- 
ments, and so forth, was required on the part of corporations with the 
idea that stockholders with that information available to them could 
do a great deal to correct matters themselves. This is consistent, I 
think, with that same principle. 

Mr. Roosrvett. Mr. Chairman, do you plan to go on now until you 
finish with Mr. Biemiller? 

Chairman Barpen. I thought we would finish with Mr. Biemiller. 

Mr. Roosrvett. Some of us have to be on the floor. I would par- 
ticularly like to be here while counsel questions Mr. Biemiller. 

Chairman Barpen. I think we are getting near to the conclusion 
of Mr. Biemiller’s testimony. 
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Mr. Roosrvett. I have just one last comment then for the record, 
I was particularly interested in the comments by the witness that there 
is something more than just labor organization interest in this legis. 
lation, that there is an interest of the consuming public, that there is 
an interest for the stockholder, and I think I would like to reempha- 
size that the cost of these plans, even presuming that labor had no 
interest in it, becomes of vital interest to the consuming public and to 
the stockholder, because the amount of money in the aggregate which 
we are beginning to talk about in these plans and which may well 
increase rather than decrease becomes a very significant factor, and to 
me this should not be overlooked. I am very happy that you brought 
it out in the testimony. 

That is all, Mr. Chairman. 

Chairman Barpen. I just make this comment. Of course, I do not 
agree with the gentleman. He seems to place emphasis on the fact 
that it is a long tradition. There is a much longer tradition to the 
effect that private individuals and individuals acting collectively al- 
ways have been and are now, and I hope always will, be in a position 
to make contracts as they may choose unless contrary to public policy 
or in violation of a law. 

Now when people sit down and agree on so much medical protection 
and they agree on whatever protection is necessary to guarantee that, 
I don’t think it is any of your business or mine either, and I fail to 
follow it any more than I do when I disagree with your closed-shop 
theory, for instance. 

I think that is just obnoxious to a free America. That is my per- 
sonal opinion, but you cease to shed tears when you take a fellow and 
because he does not pay his dues and does not join a union and you 
throw him out without any medical protection, without any health 
protection, or welfare. You throw him out whether he was covered 
in the general contract or not, so that when you get into this I warn 
you now, that the rule of fair play may expand to where you may find 
yourself in conflict with your own ideas. 

Mr. CrurksHANK. Well, sir, it is a warning that we can in all seri- 
ousness, I think, take to heart because there is ¢ alws ays the line that you 
have to watch for. We have tried to measure the broad general inter- 
est against some specialized interests. I think you and I perhaps 
disagree as to where that line is, but we would point out again that all 
of these costs are involved when the employer and employee agree are 
tax exempt. 

Chairman Barpven. It does not seem to me that it would be any of 
your business. These men sit down and agree that the medical pro- 
tection shall be $15 a week, they agree on the protection of that fund, 
they are aware of hazards of the contract, they have the contract, they 
sit there as freemen at a free-bargaining fable and reach an agreement 
and sign it, and I do not think it 1s any of your business or mine either. 

Mr. CrurksHank. If it stopped there, sir, we might be able to agree 
with you, but when they agree then we have also ‘agreed that a very 
large ‘chunk of money is exempt from their income “tax, that is, they 
have set up an agreement. At that point, we maintain a public inter- 
est arises, 

Chairman Barpen. You do not need to worry about the Internal 
Revenue Department. My last report on them was that they are accu- 
rate. 
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Mr. CrurksHank. Your personal experience coincides with mine. 

Chairman Barpven. They have to pass a pretty strict test before 
there is any exemption of those funds. 

Mr. CrurxsHank. Not on welfare. On welfare they did not pass 
a test. 

Chairman Barpen. Whatever the expense is the Internal Revenue 
Department reviews it. We have already now a good part of this 
business in the Internal Revenue Department, and you gentlemen do 
not want to go to the Internal Revenue Department. 

Mr. CrurksHank. We don’t mind. 

Mr. Bremiuier. We have no objection. 

Mr. Roosrvetr. It is the SEC that they are against. 

Mr. CrurksHANK. We are not really against that. We just prefer 
the Department of Labor. 

Mr. Bremitier. We will go anyplace you want us to go. 

Mr. CrurKksHAnk. It is just pointed out to me by your competent 
counsel here something in our own codes and resolutions where we 
say that the party or parties responsible for the administration of 
health, welfare, or pension plans should be required to report the finan- 
cial details of plan operations and rely on a standard form with the 
Internal Revenue Service, so we have already asked for that. 

Chairman Barpven. Some of those plans seem to have great reluc- 
tance and do not like some of the business transactions to be made 
public any more than the average person wants his income-tax report 
spread out. 

Would you be satisfied if the Internal Revenue Department under 
certain regulations and so forth were told that these plans must come 
up to certain specifications? Would you then want it spread out? 

Mr. CrurksHank. I would want all the facts regarding health and 
welfare funds spread out because I think that is a public interest and 
the employees’ interest. 

Chairman Barpen. Ish’t that of similar nature to an income-tax 
return ? 

Mr. CrurxsHaAnk. It is quite different from a personal income-tax 
return. 

Chairman Barpen. When you get into the solvency of a company 
protecting the fund you are getting into a serious field. 

Mr. Bremer. Corporate returns can be obtained. 

Chairman Barpen. { think some corporation’s dog bit you when 
you were young, and you have not liked them since. 

Mr. Bremtuier. No; I am pointing out the reverse. The corporate 
income-tax returns can be obtained. 

Chairman Barven. All of these are not corporations. Partnerships 
have these plans as well as corporations, 

Mr. Bremitter. Not very large ones. 

Chairman Barpen. Are they not important? 

Mr. Bremimurr. I don’t think that is a significant factor in the 
overall picture. 

Chairman Barpven. Mr. Haskell. 

Mr. Hasxetw. I appreciate very much your testimony, Mr. Biemil- 
ler, and I agree with your general basic position that the three types 
of welfare funds should be disclosed in roughly the same fashion. I 
have one question. Is it one of the purposes of your testimony today 
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to indicate that violations of trust in this area of the three major types 
of funds from evidence gathered is more extensive and flagrant on 
the part of management than on the part of union leaders ‘ 

. Breminier. No. What we are saying, and maybe it has been 
lost sight of in some of the colloquy that has gone on here, is that 
regardless of the type of plan that the same opportunities are present 
for either legal or unethical practices, and it is to guard against any 
possibilities that we want these matters disclosed. We say that there 
are instances where management has been as culpable as some labor 
leaders have been, and we think they should be treated alike both in 
terms of applicable law and in terms of punishment when there are 
violations. 

Mr. Hasketu. And you are going to furnish sizable examples of the 
unilateral funds cases / 

Mr. Bremitier. Right. 

Mr. Haskeutzt. Mr. Chairman, that is all the questions I have. 

Chairman Barpen. Mr. Holland. 

Mr. Hoxtxianp. I wonder if I could have permission to read a state- 
ment that Mr. McGovern left here. He had to go to a meeting. 

Chairman Barpen. Certainly. 

Mr. Hotianp. This is a statement by Mr. McGovern. [Reading:] 

I would like to commend Mr. Biemiller and his associates for the finest state- 
ment I have yet heard on the problem of protecting health, welfare, and pension 
funds. At the time when a small minority of the labor movement is being 
discredited in the public mind it is good to be reminded again this morning that 
the basic structure of labor is wholesome and decent and honest. The sincerity 
and good conscience of labor is indicated in that labor itself has taken the lead 
in demanding adequate public protection of welfare and pension funds. 

I think this could be summed up, Mr. Chairman, very easily in that 
what labor is asking us to do is to lock the stable door before the horse 
is stolen. I think if we had this before we would not have the inves- 
tigations we are having in Washington because what we are trying to 
do is to protect funds and to see that the public and the members who 
are interested who are part of this fund who have given so many 
cents an hour are practicable. I like to contribute that way because 
when you go before a member of the union—and I have a little expe- 
rience in that—and try to tell him how a contract has been signed he 
immediately says how many cents is going to my pension or how 
many cents is going to my health and welfare fund out of my pay; 
and the management always feel that that is part of the negotiated 
contract. It is talked of much in that way and it is talked of by the 
member who feels he is making that personal donation. Out 
of every hour’s pay so many cents is given to that fund and he wants 
to know how it is being used and also what management is doing, 
and whether management is performing its part and also if manage- 
ment is making any money on the few cents pay which they take out 
every hour. I think that is one of the most important things in having 
these fund affairs made public. Then the union member has confi- 
dence that everything is being done properly. He also has the doubt 
in his mind and I find it a great deal when talking to men in my 
district who say, “How much is management paying and do they 
get dividends back”? They read in the papers that the insurance 
company is giving big dividends back to companies and pensions and 
insurance and they hke to know how much of that money is their 
money because their money is in all of these funds. . 
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I think it would be very healthy when we get to a point where dis- 
closure is open to the entire public. 

Chairman Barven. Mr. Griffin. 

Mr. Grirrtn. I would like to say that I think the testimony has 
been very helpful today and very well presented. In general I start 
off with the inclination to make this legislation as broad as there 
is reasonable evidence to believe there is a need for it. 

I am primarily concerned about the abuses in the language of trust 
funds and stealing and breach of trust and things like that. To the 
extent that we go beyond that and you are concerned with using 
information for bargaining purposes I am not so impressed for this 
reason. 

Looking at the General Electric case in particular, there I under- 
stand that the criticism which has been termed flagrant abuse is 
directed at the fact that they did not take competitive bids and that 
two of the directors were overlapping as far as the two corporaions 
were concerned. Now when you consider the fact that you had a col- 
lective bargaining agreement and that the amount of employee con- 
tribution was agreed by collective bargaining and that the benefits 
were provided and were underwritten by a contract with the Metro- 
politan Insurance Co. the soundness of which I think no one will 
question, if you are going beyond that and question the fact that there 
were not competitive bids in the letting of that insurance I wonder 
if we should not be concerned about how much further you would 
carry that particular line of reasoning. Now, of course, the profits 
of the company are very important in terms of how much wages you 
could demand and get at the bargaining table. Would you not be 
interested in whether management took competitive bids when they 
bought any particular product that they need to put into their manu- 
factured item and whether they took competitive bids when they 
bought the toweling that went into the bathrooms and wouldn’t you 
be interested in whether there were any overlapping directors in any 
other place in the company 4 

Just how far would you get into the management function in things 
of that sort? There is a line over which we do not want to go. Is 
that right ? 

Mr. Breminier. Mr. Chairman, I would say to Mr. Griffin that I 
agree that there is a line here. If I were a stockholder I would be 
interested in some of the questions you mentioned. We are now talk- 
ing about the employees who are beneficiaries of a plan which we 
think has a quasi-public character. Now the question of the com- 
petitive bidding on an insurance policy in our opinion does affect 
the beneficiary. This committee, for example, has in the past cor- 
rectly in our opinion placed strictures upon certain union leaders 
who went ahead and gave out policies without competitive bidding. 
We agree that those strictures should have been made and we think 
the same thing applies across the board on this matter. That is the 
point here. 

Also, in terms of the conflict of interests, this committee has put 
strictures upon union leaders who were guilty of a conflict of interest 
in the fact that they were playing around with insurance companies 
with which they were dealing. Weagree. Thisis bad. We say “Why 
do you limit it to just one side of this picture? We think it should 
be across the board. 


94914—58 13 
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Mr. Grirrin. I do not think I made my point. If you had a diree- 
tive bargaining agreement where the union and management say we 
are going to split the cost 50-50 on a percentage basis. Certainly the 
union would be just as much interested in the company as to how that 
contract was placed and whether it was competitive bidding and go 
on but in the GE case in particular where the company is adding, I 
will go along with you to this extent : If you don’t know that the com- 
pany is adding to the employee contribution then this argument falls 
but if the company is adding to it and they want to provide those bene- 
fits which they have agreed by collective bargaining to provide and 
they want to do it by insuring with Metropolitan Insurance Co., un- 
less you are going to question the soundness of that company which 
I know you won't do I don’t see why we have to go further than that. 

Mr. Kirkianp. May I answer that point, sir? 

In using the General Electric case simply as an illustration of a 
company placing a contract that is on a level of benefits basis, an 
insurance company without competitive bidding, our interest in the 
thing is not only from the standpoint of whether or not the benefits 
are supplied. The benefits were supplied in the laundry workers 
case. No employee covered by the laundry workers plan ever lost 
a nickel in the benefits promised to him. ‘The question is: Are those 
benefits obtained at the best possible price ? 

Mr. Grirrin. Let’s stop there. Would you not be just as interested 
in whether or not the other things that the company buys are so pro- 
cured / 

Mr. Kmxtanp. No, sir. 

Mr. Grirrin. Why not? It affects the amount of money that might 
be available for wages. 

Mr. Kirxianp. This is health and welfare money which directly 
affects wages, not indirectly but directly. 

Mr. CrurksHank. In fact, it is a form of wages. 

Mr. Kirxianp. From two points of view. One, it includes some 
of the employees’ cash wages withheld. It is not strictly true that 
the General Electric Co. picks up the entire difference in the cost and 
that the cost of the insurance has no impact on the employee. As I 
pointed out before, the employee pays the full cost of dependents’ 
coverage. If that " dependent’ s coverage can be supplied by another 
company cheaper that man can save money. Furthermore, there are 
provisions in the General Electric contract whereby under certain 
circumstances the employee continues the insurance after leaving 
under certain circumstances by picking up the entire premium rate. 
Now, that is a matter of direct importance to him as to what the 
orice of that is and whether he is getting the best price that could 

gotten. 

Secondly, when you sit down and negotiate with a company cost 
is a very vital factor. You wind up with an agreement on benefits, 
but how do you arrive at that agreement on benefits ¢ You arrive 
after haggling over costs. I have » been through that and I know that 
is a fact. Companies might say today w hen they are testifying on 
this matter that they just pay the benefits that they think employees 
ought to have and are not worried about the cost. That is not the 
ease, I assure you. We have here, and I think it ought to be read 
for the rec ord, a statement that I think expresses exactly our point 
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of view on the thing by the director of personnel research for the 
General Motors Corp., which has a level of benefits plan: 

When an employer and his employees—or the employees through the union 
representing them—Jjoin to establish some kind of program as protection against 
the costs of medical care, they do so in recognition of a number of things: 
First, they must recognize that whatever money the employer may contribute 
to the program is limited to money that it might otherwise spend for wages 
or other employee benefits such as pensions, life insurance, and the like. Thus, 
there is a practical cost limitation. 

We feel that cost limitation when we negotiate these benefit plans 
and they make us feel it. 

Now, it is simply not the truth that they provide these benefits 
without any concern about how much it is going to cost them. The 
benefits are a direct product of cost. An increase in benefits involves 
an increase in costs and they are not going to give us that increase 
in benefits unless they are prepared to pay the costs and we have to 
argue with them about the costs. 

Mr. Grirrin. Isn’t that cost just like any other costs in that cost 
isa matter of concern to the shareholders ? 

Mr. CrurksHank. I am quite sure it is a matter of concern to the 
shareholders. 

Mr. Grirrin. In other areas as far as management functions are 
concerned and exercise of business judgment generally we have not 
imposed the same requirement. I think you have a basis perhaps for 
a distinction. I mainly wanted to point out that we could be 
getting into an area that we want to recognize has limitations. I do 
not necessarily violently disagree with you except to point out a 
problem that we might have there. 

That is all, Mr. Chairman. 

Chairman Barpen. I feel that I am justified in making this state- 
ment: I don’t know how many employees you are talking about in 
these companies, whether it is 1,000 or 1,500, but I am satisfied of this: 
That you could get a price on a policy just as quickly as it would take 
you to write a letter. It is not a question of there being only one life 
insurance company. 

There are hundreds of them at least in the same field. Now, if you 
have reason to believe that they are doing business with the Metro- 
politan there is no reason in the world wi those bargaining at the 
table could get a price. I have no doubt in the world but what they 
do it and certainly the gentleman to your left there who is familiar 
with those things knows that. You are not in a fog. The informa- 
tion is not withheld. You know approximately what the price of 
that is. The companies have a pretty good standard price on these 
matters. 

In other words, if the Metropolitan’s price was a certain amount the 
union could take the identical information and submit it to another 
company and say “For what price will you write this insurance?” 

Mr. Roosevett. Mr. Chairman, would you yield for a moment? 
This happens to be a field in which I am familar and that is not so. 
Without certain information you cannot get a price. 

Chairman Barpen. Of course you cannot get it without certain 
information. 

Mr. Roosevert. That information is not available. In this par- 
ticular instance the union people cannot possibly get a price. 
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Chairman Barpen. The gentleman may be an expert in insurance 
but I have had a little business experience. You do not have to know 
what the books of the company are to get insurance. 

Mr. Roosevett. You have to know the experience on the particular 
kind of policy or you cannot get a competing price to save your soul. 

Chairman Barpen. Suppose you have anew company. There isno 
experience. 

r. CrurKsHANK. That is the point. You would get a rate but not 
a cost. 

Mr. Bremiiter. You would just get a rate. 

Mr. CrurxsHank. There could be a great difference between the rate 
and the cost. 

Chairman Barnven. I am not going to belabor the point any further, 
I think there is something else in the woodpile about this thing. The 
gentleman is a very great advocate and a very forceful one, but you 
can tell your age without telling the day you were born. 

I appreciate your coming here, Mr. Biemiller. This is not your 
first argument or, I hope, your last. 

Mr. Bremuter. They are always friendly, sir. 

Chairman Barpven. Yes. 

Mr. Houss. Mr. Chairman. 

Chairman Barpen. Yes. 

Mr. Houses. I did not want the meeting to terminate without an 
opportunity to ask a few questions that may illuminate these issues. 

Chairman Barpen. Make them fairly short. 

Mr. Rooseveir. Mr, Chairman, would it be possible to come back on 
Monday, because I think these gentlemen have engagements. I know 
that at least this member also ought to be on the floor. 

Chairman Barpen. If you can make your questions short maybe 
we can complete this hearing. 

Mr. Hovssg. I think I can make them short. 

Chairman Barpen. Proceed, Mr. House. 

Mr. Howse. I would like to approach again this problem of level of 
benefit plants and the disclosure of the facts concerned. It has been 
brought out on the table that one of the issues involved is the assistance 
in collective bargaining. That has been brought out so thoroughly 
that I did not want to touch on it any more because now it is a matter 
of legislative discretion. 

Mr. CrurksHank. I want to correct the record, Mr. Chairman. We 
do not want these facts for assistance in general collective bargaining, 
We want them as they bear on the collective bargaining regarding 
health and welfare plans. We do not want them for any ulterior pur- 
pose. We only want the facts that bear on the bargaining regarding 
health, welfare, and pensions. 

Chairman Barpen. Your statement was that you wanted them to 
assist you at the bargaining table. 

Mr. Bremixier. On health and welfare plans. 

Chairman Barpen. Do you know of anything that plays much more 
part at the bargaining table other than wages? 

Mr. Crurxsuank. Yes; lot of things. 

Chairman Barpen. You just said that this is a part of wages. 

Mr. Bremiutter. A part of wages. 

Mr. CrorksHank. It is a form of wages. 
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Chairman Barven. That is what you want it for. It is just as 
strong in that position as in the other position. 

Go ahead, Mr. House. 

Mr. House. I want to leave that part aside and address myself to 
the possible existence of abuses which would be revealed. As I under- 
stand it, the principal charge is the placement of insurance in the 
General Electric case and in others without competitive bidding. 

Now, on the question of competitive bidding, I would like to ask 
whether the witnesses consider that that should be required when the 
policy is initially placed, or also at the time of each annual renewal. 

Mr. Kirkianp. I think that when there is a fundamental change in 
the program that it is wise to solicit competive bids. 'The General 
Electric case involved a new type of program and on that occasion, 
I might point out, the union specifically requested that it be put out 
for competitive bids. 

Mr. Houses. Now, I think I can assume that you all have a high re- 
gard for Mr. Greenberg of the steelworkers union. 

Mr. Bremitier. Goldberg? 

Mr. House. I think it is Mr. Greenberg. 

Mr. Kirk ann. There are matters on which we have disagreed with 
Mr. Greenberg. 

Mr. House. May I read into the record his remarks? 

Mr. Kirkianp. If you will permit me to read some items afterward. 

Chairman Barpen. I will let you put yours in, and I will let him 
put his in. 

Mr. Houser. These are his remarks before a subcommittee of the 
Committee on Labor and Welfare of the United States Senate in the 
hearings held in March 1956. Mr. Greenberg is referring to the long- 
existing relationship between Metropolitan Life Insurance Co. and 
Continental Can, one of the companies with which his union had a wel- 
fare plan. Mr. Greenberg says, and I quote: 


May I draw a corollary conclusion to what has been said. It has been sug- 
gested, and we have heard it even among our own people— 


meaning the union people— 


that perhaps we ought to insist with the Continental Can that we make a 
switch in carriers; that perhaps we should see if anyone else can offer it at 
a cheaper rate. 

It seems to me that as a result of the kind of informed opinion you have heard 
here, on the face of it to switch carriers in Continental Can could result only 
in additional expenses to the employees, I think. 

Senator DouG Las. It would be regarded as new business to the new company. 

Mr. GREENBERG. Exactly. There is also in addition the question of contingency 
reserves which have long since been developed, for example, on the life-insurance 
policies here. Therefore, to merely say that if you want to keep those things 
honest you offer the thing out to bid, to my mind does not prove a thing. 

It may—and undoubtedly would in this case—be to the poorest interest of the 
employees to disrupt the relationship now existing between the Continental Can 
and the Metropolitan Life Insurance Co. 

You may find, as sometimes happens, some silver-tongued insurance salesman 
alleging that he can sell the insurance a lot cheaper than can Metropolitan in this 
particular case; and the statement has been made. But I think any informed 
opinion would conclude that that is just so much hot air; that no one could 
possibly under all of the circumstances described by Mr. Klint, do it cheaper than 
Metropolitan has been doing it. 


Mr. Roosrvert. At that point, may I put into the record and em- 
hasize that what Mr. Kirkland has said was not that we should have 
idding at every time that the policy was renewed, which is what you 
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have quoted, but when you have a fundamental change in the type of 
policy or the conditions of the policy which would obviously not at all 
5 what Mr. Greenberg was scthdens about in what you just read, that 
at that time there should be competitive bidding, so I do not think 
that what you read has any bearing on Mr. Kirkland’s remark. 

Mr. Kirkianp. That is right. We say that when the program is 
first established, there should be competitive bids. If there is a fun- 
damentally new program established, there should be competitive bids, 
I am not here as an advocate of switching. 

Mr. Houser. That is one of the real risks in competitive bids, and 
switching has often led to the very abuses talked about in this report. 

Mr. Kirkianp. However, there are cases where you have a bad 
carrier loading you with retentions and paying excessive commis- 
sions, and the Douglas committee report found case after case of 
carriers paying 30 percent commissions. If I have that carrier, I am 
going to want competitive bidding and get out of it. 

Mr. House. Do you believe that that situation prevailed in the 
case of General Electric and Metropolitan ? 

Mr. Kirxianp. No, sir. I have no reason to believe that. 

Mr. Hovss. Under your own code of ethics 

Mr. Kirkianp. May I insert a couple of quotes in the record? 

Chairman Barpen. Yes, sir. 

Mr. Kirxianp. There is this very fine study that was put out by the 
Foundation on Employee Health, Medical Care, and Welfare, Inc., 
established by a joint contribution to create the foundation by the 
machinists and the United States Industries, Inc. The study goes 
into great detail on acquiring insurance efficiently. 

Mr. House. The study is 35 pages long on all aspects. 

Mr. Kirxuanp. This is the first installment of a long and detailed 
study that may be put out. 

Chairman Dineen. You do not want to put in the whole book? 

Mr. Krrxianp. No, sir. 

Competitive bids are indispensable to enable trustees to decide where to buy 
the benefits to be provided by a health and welfare plan. 

I also want to cite a remark and I hesitate to do it here because it 
is the statement of a Senator, but I think it is germane. 

Chairman Barven. We recognize them. 

Mr. Kirxxanp. Referring to our position on competitive bidding, 
Senator Allott made this statement in a speech before the American 
Pension Conference. He said: 

In a recent issue of the NAM News, which contained a very thoughtful 
analysis of this general subject and which most of you have seen, I find a 
quotation which indicates that the AFL-CIO code for welfare funds recom- 
mended that insurance carriers should be selected through competitive bids 
on the basis of the lowest net costs for the plan by a responsible carrier, taking 
into consideration such factors as comparative retention rates, administrative 
facilities for and promptness in serving claims and the past record of the car- 


rier. The NAM took issue with this and I take issue with the writer of the 
article 


referring to the NAM News. 


Whether from the standpoint of the employer, the employee, or the union, 
it is hard to justify taking exception to this portion of the code established by 
the AFL-CIO if faith is to be kept with stockholders and investors in our 
companies. 
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So I think that at least that is a respectable body of agreement with 
our position on that. 

r. Housr. You also, I think, are familiar with Mr. Murray Lati- 
mer and Mr. Tomayko. 

Mr. KrrKkuanp. Yes. 

Mr. Hovsr. And I think you consider them people of some stature 
in this area of welfare insurance. 

Mr. Kirkianp. They are competent experts. 

Mr. Hovsr. I think you are familiar with the fact that both of 
them are opposed to competitive bidding in many instances. 

Mr. Krrxianp. No, sir. 

Mr. House. Or do not think competitive bidding is the be-all and 
end-all. 

Mr. Kirgkianp. We have never said that it was. 

Mr. House. So that a cheaper bid does not mean that you should 
choose that insurance company. 

Mr. Biemiutter. That is spelled out in the code. 

Mr. House. Is it a fact that many elements of business judgment 
must enter into the comparison of different bids, even though one 
must be cheaper than the other ? 

Mr. Kirkianp. But you can apply this business judgment. ade- 
quately only when you have the bids before you. 

Mr. Howse. So that there might be a difference of opinion between 
General Electric and yourself in choosing even on the basis of com- 
petitive bids one cheaper and one not. 

Mr. Kirkianpb. Quite so. 

Mr. Howse. I am addressing myself to the question of abuse and 
corruption, not the question of collective bargaining. Your own code 
of ethics in prohibiting a union official to have ties with insurance 
carriers and brokers says: 

Any union official found to have such ties to his own personal advantage 
or to have accepted fees, inducements, benefits, or favors of any kind from any 
such outside agency should be removed. 

This is at page 2 in paragraph (b). 

Do you have any reason to assert that there was any personal 
advantage on the part of the two directors of General Electric who 
were also directors of the Metropolitan Life Insurance Co. ? 

Mr. Krrxianp. Do I have any personal reason ¢ 

Mr. Hovusr. Not personal, but do you know of any fact which would 
indicate any personal advantage or the receipt of any inducement or 
favor by the two joint directors so that is there any basis for a charge 
on your part? Ido not say you have made it. 

Mr. Krrxuianp. I assume that directors receive compensation. 
Other than that, I would make no charge. 

Mr. Housr. They receive compensation because of the fact that the 
policy was placed with Metropolitan by General Electric, rather than 
Sebod y else 

Mr. Krrxuanp. No; receive compensation for their services, the 
same as the others. 

Mr. Hovss. But not otherwise? 

_ Mr. CrurksHank. May I say that that is not the point we are mak- 
ing. We never claimed that they have personal advantage. We are 
relying on the old, established principle that a man cannot serve two 
masters. 
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Mr. House. But in your own code you do not condemn the conflict 
of interests where there is no advantage. You stated earlier, I think, 
Mr. Biemiller, that the two directors being directors of both com- 
panies is a violation of your code, but your own code only condemns 
this where there is personal advantage. 

Mr. Kirxkuanp. It is a matter of definition of what is a personal 
advantage. I assume there is some personal advantage in having an 
advantageous directorship. 

Mr. CrurksuHank. In the code, since the question has been raised, 
I should like to read from page 20: 

No union official, employee, or other person acting as agent or representative 
of a union, who exercises responsibilities or influence in the administration of 
welfare programs or the placement of insurance contracts, should have any 
compromising personal ties, direct or indirect, with outside agencies such as 
insurance carriers, brokers, or consultants doing business with the welfare plan. 

Mr. Roosevett. Would the gentleman yield ? 

As I interpret that, that does not mean, necessarily, that he should 
have a monetary remuneration. It means exactly what it says, a 
personal tie, and a personal tie is serving two masters, and it would 
seem to me, counsel, that what you said was not true and that it spells 
out just the opposite here. 

Mr. Houser. Two sentences later, this refers to personal advantage. 

Mr. Roosevert. It goes to another subject, but you must not omit 
somehting. He is talking about an entirely different subject than 
what you just read ; specifically, his complaint is about the directors. 

Mr. Howser. Mr. Kirkland, I believe you probably are familiar with 
a New York insurance company organized by a large number of labor- 
union people, Union Labor & Life, whose directors are also closely 
connected with many unions, and the union or joint-trusteed funds 
with which they are connected place large amounts of insurance with 
that insurance company. You are familiar with that situation? 

Mr. Kirxianp, I am familiar with Union Labor Life. 

Mr. Houser. May I make this clear: I do not imply anything im- 
proper as to Union Labor & Life Insurance Co. I am simply trying 
to illuminate the discussion of a point made by the witness today 
about General Electric. Under your code, is that arrangement in- 
volving Union Labor & Life Insurance Co. also condemned because 
of the interlocking officerships or directorships between this large 
insurance company, wholly organized by labor-union representatives, 
and the labor unions? 

Mr. CrurksHANnK. I would point out that many of the members of 
the board of directors of Union Labor Life Insurance Co. do carry 
their insurance with companies other than Union Labor Life. 

Mr. Hovss. But some of them carry them with this company. 

Mr. CrurksHank. They may. I do not know. I assume they do. 

Mr. House. Would you condemn it, if they did? 

Mr. CrourksHank. We would, if there were any personal advan- 
tage to the individual. 

fr. House. In an absence of the personal advantage, would you 
say you would not condemn it? 

Mr. CrurksHANK. On the basis of the code, yes. 

Mr. House. That you would not condemn it? 

Mr. CrurksHank. That is right. 
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Mr. Houser. Therefore, if there was no personal advantage in the 
Metropolitan case, by analogy, you should not condemn it, either? 

Mr. Kirxuanp. If you couple it with the absence of competitive 
bidding, I think an ethical question is raised. 

Mr. osenrake. Counsel, I think you have raised a very excellent 
point, which I think might well be taken by the witnesses as some- 
thing that the AFL-CIO should look into, especially in view of the 
fact that I think there may well be cases where those contracts have 
been placed with that company not by competitive bidding, and, cer- 
tainly, it would be a warning flag that somebody ought to look into 
Union Labor Life or any other company where union officials were 
a part of the management of the company itself. 

Mr. CrurxsHank. On that point, let me recite a bit of experience 
regarding our own standards of ethics, as applied. We carry insur- 
ance for the employees of the AFL-CIO, a health and welfare plan. 
Mr. Kirkland and I were involved in drawing up some of the stand- 
ards, and the schedule of benefits, and so forth, and submitting them. 
That had to be adopted by our officials. 

It so happens that President Meany and Secretary Schnitzler are 
officers of Union Labor Life, elected to that position. We submitted 
the bids, and we were very careful to submit the bids so that they 
were not even identified as being the AFL-CIO program because of 
that fact that there would be certain relations and advertising ad- 
vantages to the carrier that got our bid. Those plans were submitted 
to “0  ii_aiamaaas carriers, just the schedule of benefits that we 
wanted. 


Mr. Kirkianp. They were submitted to more than that. Six 
replied. 

Mr. Crurksuank. That is right. We received six bids. Union 
Labor Life was the low bid by a fairly substantial margin. I went 
then, up to represent our officers in negotiating the final contract, and 
it was so carefully done that when I asked them to get the AFL-CIO 
bid, I was talking to the vice president, and the officers of the company 
said, ““We never bid on that,” and then I said that it was submitted 
anonymously, and I said, “By this other name you would have it.” 
They went to the files and got it. That is how careful we were to see 
that there was no conflict of interest in Union Labor Life in our own 
case. 

Mr. Housr. Do you happen to know how many other directors 
there were, first, on General Electric, and, second, on Metropolitan 
other than the two directors who held joint posts? Were they not a 
large enough number to far outweigh the votes of those two? 

Mr. Kirkianp. Numerically, if there were a vote in which the two 
members took one position and the rest took another position, the 
rest of the directors would, unquestionably, have the majority vote. 

Mr. Hovussr. Is there any reason to assume that in this case, in 
making the decision for General Electric, the two members involved 
did not follow the usual corporate practice by which members who are 
interested on the other side of the fence abstain from voting? 

Mr. Kirxianp. I beg your pardon? Sire 

Mr. Houser. It is usual corporate practice, as I understand it, where 
there are overlapping directorships, and these things do happen, be- 
cause so many people are directors of many corporations that the 
directors who hold posts in both of the corporations involved in a 
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proposed arrangement or contract abstain from participation in dis. 
cussion or vote on a particular matter. 

Is there any reason to assume that that corporate practice was not 
followed in the case of the placement of the Metropolitan policy by 
General Electric? 

_ Mr. Kirkianp. We have no reason to assume one way or the other, 
sir. 

Mr. House. Would you be in favor of requiring by legislation that 
competitive bidding must take place and that the lowest bid be 
accepted ¢ 

Mr. Kirxxianp. No, sir. 

Mr. House. That is because there are too many complicated elements 
other than price involved in the placement of the policy ? 

Mr. Kirxianp. It is because we do not believe that this is an appro- 
priate subject for mandatory legislation. We are not asking for de- 
tailed regulation of these practices. We think that disclosure will 
have the effect of inducing those responsible to follow the most ethical 
and economical procedure. 

Chairman Barpen. Let me interrupt you here. What have we been 
talking about for the last hour, if you have not been advocating com- 
petitive bids? 

Mr. Kirxianp. We advocate competitive bids, but not by legisla- 
tion. 

Mr. Bremitier. But not by legislation. 

Chairman Barpen. You mean that that is something we have 
nothing to do with ? 

Mr. Bremiuter. That is right. 

Chairman Barpen. I have enough trouble tending to my own busi- 
ness without getting into something we have nothing to do with. 

Mr. Roosevett. I agree. I think you might drop the subject, 
counsel. 

Mr. House. Would you have any objection to legislation either 
State or Federal which states flatly that trustees and officials of wel- 
fare plans or funds, that is, that the administrators of them must be 
responsible as trustees for all money, property, or transactions which 
they manage or control ? 

Mr. Kirxuanp. I think that is implied in our resolution. 

Mr. Hovss. I think it is expressed in subdivision (g) of page 6. 
Your point of view is that this should be done by State law, I believe. 

Mr. Kirrxianp. Just a moment, Mr. House. I am not sure that 
that would be adequate because it would depend upon what the laws 
governing trustees are. 

Mr. House. Perhaps there should be additional laws on trustees. 
If this is to be done at the State level, is there not something of a 
problem unless the States can themselves require such disclosure to 
them as will enable them to enforce their laws on trusteeship ? 

Mr. Kirxianp. Everything that would be disclosed under the stat- 
ute that we propose would be freely available to the States. 

Mr. Hovsr. Suppose the States needed more to enforce their laws 
or thought*they needed more. Under your proposed statute it is 
intended to preclude them ? 

Mr. Krrxuanp. No, sir. 

Mr. House. You would have no objection in this proposed Federal 
statute to making it perfectly clear that even on the subject of dis- 
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closure the States could adopt additional and supplementary require- 
ments / 

Mr. Kirxuanp. This is clear in the language of the bill, H. R. 487. 

Mr. Roosrve.t. There is the Thompson bill. 

Mr. Houss. There is some language there. 

Chairman Barpven. Maybe this question would correct that. If 
the committee should determine that the language is not clear to give 
the States free range in this, you would not be opposed to the States 
being given free range? 

Mr. Tamnhaan Not in the slightest, Mr. Chairman. 

Chairman Barpen. You are not going to come up with the same 
reaction you had with 14 (b) ? 

Mr. Bremitier. You know, Mr. Chairman, when you were telling 
me how you did not like to have things going beyond the bargaining 
stage, I was going to ask if you would help us repeal 14 (b). 

Chairman Barpen. I helped put it in. 

Mr. Miemitter. I know you did. 

Chairman Barpen. I am going to help keep it in. 

Mr. Houss. I have 2 or 3 more questions. 

In connection with provisions to be adopted by the States which 
declare the trustee responsibilities of administrators of funds or 
plans, would you have any objection to express provisions which, for 
example, forbid these trustees from holding offices in insurance brok- 
erage companies or which would forbid loans to officers or invest- 
ments in the personal enterprises of officers or related enterprises ? 

Mr. Kirkuanp. We would have no objection. 

Mr. Bremiuter. No objection. 

Mr. House. I have just one last question on this collective-bargain- 
ing thing. As to that data which you wish to get by this disclosure 
statute, are you not in the position now to ask for the same data under 
the Taft-Hartley law if that data seems essential and relevant in 
the framing of your collective bargaining ¢ 

Mr. Kirkianp. I am not an attorney, Mr. House, but from what I 
understand of that situation, that is not at all clear in the precedents 
that have been developed. There has been no clear-cut precedent 
establishing that principle. 

Mr. Warp. That is only if there is a question of whether they can- 
not pay increased wages where there is solvency involved, and only 
in very limited instances. 

Mr. Hovss. If there is alleged inability to pay the benefits you de- 
mand, you are entitled to look at the employer’s books. 

Mr. Kirxianp. Mr. House, you must know how long it takes to 
process an unfair labor practices case. It becomes a career. 

Mr. House. I thought your answer should be in the record on that 
point because the question has been raised. 

Mr. Barden, I think I have one more question. 

Now, there is, of course, some problem in connection with these dis- 
closure statement as to how much processing you can give them so as 
to extract from them at the regulatory agency the material which 
yields a few red flags or does not yield a few red flags. 

Under the estimate given by Secretary of Labor Mitchell, a budget 
of $2 million would be required to process an estimated 250,000 to 500,- 
000 plans, which, in effect, gives $4 to $8 for processing each plan. 
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If nine-tenths of these plans are, as has been asserted by some author. 
ities, level-of-benefits arrangements unilaterally managed and if they 
have not exhibited any signs of corruption and abuses as distinguished 
from lack of useful material, would not that money be much better 
pout concentrated on, say, the remaining 25,000 to 30,000 plans go 
that you could spent 10 times as much money examining the reports 
filed by each plan and discovering the weak points ? 

Mr. Kirxiann. Mr. House—— 

Mr. Roosrverr. Mr. Kirkland, before you answer that question, 
may I point out for the record again that the Secretary’s estimate of 
$2 million was for the initial review, and that he went in and said 
that the second year—I forget the exact figure, but it was well below 
$2 million. 

Mr. Hovsr. $114 million. 

Mr. Roosevert. $114 million. As I understood his testimony, he 
would have discretion and certainly he would under this legislation 
have discretion to do exactly what your suggest. If he found that 
certain avenues required greater scrutiny, he would have the ability 
under this legislation to spend his money in that and lighten it up 
in the other field. However, I did not want to preclude the witness 
from answering the question. 

Mr. Krrktanp. You referred to 90 percent of the plans being level 
benefits. That is not the case. Ninety percent of the workers cov- 
ered by plans are covered under level-of-benefits plans. There is 
quite a difference. 

As to the rest of the answer, I can only say “No” because of the 
reasons that we have already spent a great deal of time presenting. 

Mr. Houser. The principle involved seems to be whether the regu- 
latory power should be diluted by spreading it over 900 percent more 
plans and rendering it relatively ineffective in the particular areas 
where abuses have been disclosed. 

Mr. CrurksHank. That is not the principle, because it is not regu- 
latory legislation we are proposing, Mr. House. All of these things 
are run on a kind of spot-check basis, just as your income-tax returns 
are done. 

The Internal Revenue Service does not, surely, examine every 
income-tax return, but it is the fear that that one may be the one that 
is spot checked which keeps a lot of people from doing things that 
they otherwise would do. The same principle would apply here. 

Mr. Kirkianp. Let me say this on the general concept of the legis- 
Jation as an administrative matter: We do not think it is regulatory 
and do not think it should be punitive legislation. It should be pre- 
ventive legislation. 

As pointed out, if the people are required to report, there will be 
a tendency not to engage in anything but the highest possible type of 
practices. If this material is filed, it is not a matter of an agency 
going in and investigating each case. This is available to the people 
affected and interested in it. They will be able to look at this material 
and make sure that their interests are being adequately protected. 

I think, as Mr. Cruikshank said, all you need as far as the agency 
is concerned is some procedure so that the people who file it will know 
that there is a chance of a check being made on its accuracy, which 
could be done on the spot-check basis. 
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Mr. House. From that point of view, would you say there is a 
significant difference between the Thompson and Frelinghuysen bills 
and their prototypes, in that the Thompson bill makes it mandatory 
that reports be sent to beneficiaries, whereas, under the Frelinghuysen 
bill, the administration bill, only such portions are sent as the Secre- 
tary of Labor directs and only to the beneficiaries who request them ? 
Do you have a preference between those two provisions 

Mr. Krrxanp. I am not sure about that language, Mr. House. I 
was under the impression that the Thompson bill, so far as reports 
mailed to beneficiaries are concerned, did not require, necessarily, the 
tull report. i : 

Mr. House. I am referring to the fact that in one case it must be 
given to the beneficiaries personel, or by mail, and in the other 
case it is only on request of the beneficiary. 

Mr. Kirxianp. No, sir; I do not think that is right. 

Mr. Bremier. The request of the beneficiary is for the full in- 
formation. ' 

Mr. Kirxuanp. The Frelinghuysen bill also requires condensed re- 
ports for beneficiaries. 

Chairman Barpen. Gentlemen, I am reluctant to call a halt, but 
time has a way of running out. I am going to close. 

Someone just handed me this 1954 report to give us some idea of 
the amount of money we have been discussing here in premiums in 
this much-discussed General Electric plan. This is a report to the 
world and the stockholders, too. 

There is a paragraph, Insurance Plan. Total cost of insurance plan 
for employees amounted to $27.5 million for 1954, of which $12.6 
million was paid by the company. The plans provide protection 
against many emergencies, including death. Nonoccupational dis- 
abilities paid under all plans for 1954 aggregated $25.7 million. Ap- 
proximately 98 percent of all employees are now members, 

That gives us some idea about the size of the policy about which we 
have talked, and where the interest is. We were discussing who paid 
what amount, and, from this statement here, the total cost for em- 
ployees was $27.5 million for 1954, of which $12.6 million was paid by 
the company. 

Mr. Roosrvett. So that the employees paid more than half. 

Mr. Grirrin. Is there any agreement which they had that they were 
supposed to pay more than half? 

Mr. Roosgvetr. No; I just point that out. 

Chairman Barpen. The company paid $12.6 million and the differ- 
ence between $12.6 million and $27.5 million is what the employees 
paid. 

Mr. Roosevett. In quick arithmetic, about $12 million for the 
employees. 

Mr. Kirxianp. Mr. Chairman, we would like to correct the record 
on a point on the last question that Mr. House referred to. 

Chairman Barpen. Puma 

Mr. Kirkuanp. It is just that the Thompson bill requires that each 
beneficiary be given a condensed report. The Frelinghuysen bill re- 
quires that it be given to every person requesting such a copy, as Mr. 
House indicated. As between the two, we would prefer the Thompson 
version. 
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Mr. Bremitter. Mr. Chairman, may I simply say we appreciate your 
courtesy and patience in giving us a chance to again set forth our ve 
sincere belief that a disclosure bill would help solve many of the prob- 
lems that have arisen in regard to health, welfare, and pension plang 
in America. 

_ Chairman Barpen. May I say I appreciate your durability in stay- 
ing here so long. 

Thank you. 

(Pursuant to the direction of the chairman, the following informa- 
tion is made a part of the printed record :) 

GENERAL ELEctTRIC Co., 
New York, N. Y., July 24, 1957. 
Hon. GRAHAM A. BARDEN, 
Chairman of the Committee on Education and Labor, 
House of Representatives, Washington, D.C. 

My Dear MR. BARDEN: We believe it is our duty to point out to you the serious 
inaccuracies about the General Electric insurance plan which appeared in testi- 
mony presented to your committee on June 28, 1957, by 3 AFL-CIO officials. It 
is ironic that in urging a higher standard of employer ethics, these union officials 
made a number of statements contrary to facts which should be well known to 
such experts in this area as these union witnesses purported to be. 

Many of the inaccuracies were substantially revealed by means of questions 
asked by you, by the committee members or by your committee counsel. We are 
pleased to note, for example, that the witnesses admitted under cross-examina- 
tion that they were not accusing General Electric of dishonesty (p. 361)’ and 
made no allegation that General Electric had defaulted in any way or mis- 
treated or shortcut any employees under the company’s benefit plans (p. 367). 

In speaking of the extent of the General Electric Co.’s disclosure of informa- 
tion as to its pension plan, these gentlemen, when confronted by specific benefit 
information furnished to General Electric employees, admitted that if all corpo- 
rations made the same kind of disclosure, there would be no need to ask for 
the kind of legislation the gentlemen advocated (p. 365). 

Perhaps the most obviously false statement made to you was that the employees 
of the General Electric Co. “have not had a report” (p. 361) as to the cost of 
their insurance benefits which, as you know, are paid for in part by the company 
and in part by employee contributions. This wholly false statement was made 
to persuade you, in the words of these gentlemen, that “there would be a chance 
for someone to be dishonest and get by because they (General Electric) do not 
make reports” (p. 361). 

Despite the fact that there was no contractual obligation to the unions to 
report the costs under our 1950-55 insurance plan, the fact is that in 1954 the 
company did make available to every employee a statement which showed the 
statistical data relating to the cost of the plan to the company and to employees 
for 1953. This 1954 report was naturally delivered to innumerable AFL and CIO 
union officers who are also our employees. Its contents were unquestionably 
known to those AFL-CIO officials with whom we negotiate because they them- 
selves have used these figures. The summary tabulation contained in this report 
follows: 

Cost of General Electric insurance plan for 1953 


Employee | Dependent 
coverage coverage 


| i 


Advance deposit made to insurance companies - - . - con $29, 569, 626 $4, 794, 461 
Refunds of excess deposits. _-..-.--- : be ‘ ul 5, 622, 996 | 616, 146 


Net cost of plan. _- ‘ 7 ddokes awd 23, 946, 630 | 4, 178, 315 
Employee contributions-- - = 2 ‘ 3 idee 10, 830, 234 | 3, 522, 498 
Net cost to company ------------ : ; Weer 4 13, 116, 396 | 655, 817 


| 


The foregoing statistics were also introduced in the record of a Massachusetts 
special commission in 1956 and, from statements made in your hearings, were 


1 Stenographic transcript of hearing, June 28, 1957. 
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well known to one of the union witnesses before you (p. 372). Despite the fact 
that these figures were known to him and show that the company paid some 
$655,000 toward the dependency coverage, this witness presumed to tell you, 
“J would say that there might be every reason to believe that the actual net 
cost of dependent’s coverage is less than the man is paying” (p. 373). As noted 
in the 1954 report issued to employees, the 1953 experience showed that ‘actual 
claim costs under the insured dependent plans were $3,919,887, or $397,389 
greater than employee contributions.” 

In attempting to persuade you that the General Electric Co. refuses to di- 
yulge information to the unions with respect to its insurance plan, one of the 
AFL-CIO officials told you that while there is collective bargaining with respect 
to our insurance plan, ‘“‘there is no disclosure on it.” In addition, you were 
told that while “the union has respectively asked for just this kind of informa- 
tion with respect to the health and welfare plan, the company has refused to 
give it” (pp. 365, 366). The falsity of this statement may be documented by 
the provision contained in the current General Electric contract with the IUE 
(AFL-CIO) and in other AFL-CIO contracts which reads as follows: 

“The company shall furnish to the union annually, the following information 
with respect to the revised insurance plan: (1) the total number of persons 
employed by the company participating in such plan as of the end of each year; 
(2) the advance deposit made by the company to the insurance carrier or car- 
riers underwriting such plan; the refunds of such excess deposits received by 
the company from such insurance carrier or carriers; the net cost of such plan 
to the company; the aggregate of the contributions of persons participating in 
such plan; and the net cost of such plan, each of such items of information 
being segregated as between that applicable to the personal coverage of em- 
ployed persons and that applicable to dependent coverage.” 

This provision was incorporated in our 1955-60 pension and insurance agree- 
ment which was signed in August of 1955. 

It was under the terms of this agreement in 1955 that the company put into 
effect its pioneering comprehensive insurance plan which gave exceedingly 
broad protection against the costs of illnesses and disability, including the 
so-called catastrophic illnesses which heretofore could be so expensive to an 
employee as to put him heavily in debt for many years. This was the first time 
such a liberal program of medical insurance had been applied in mass produc- 
tion industry on such an extensive basis. The precedent set in this plan has 
been followed in over 1,500 companies in the less than 2 years since we pio 
neered it. 

The actual statistical data concerning our experience under this plan for the 
first full year of its operation only recently became available to us. The various 
unions to whom we agreed to give this information have known that the statisti- 
eal data called for by the contracts was being compiled and would be made 
available to them as soon as the work had been completed. The report which 
has only recently been mailed to the interested unions is set forth here: 


General Electric insurance plan, cost and participation data? 


1955 
} 
| 


| Employee | Dependent | Employee | Depende 
; pI oye epenc ent) ~potal | © ployee J epen lent Total 
coverage | coverage | coverage | coverage 


| | 
Advance deposits made to insurance | | 
companies. $25, 950, 883) $7, 301, 444'$33, 252, 327/$34, 946, 398/$17, 312, 319/$52, 258, 717 


Refunds of excess deposits ; 4, 355, 596 615,456) 4,971,052) 3,742,638) 1,497,844) 5, 240, 482 


Net cost of plan | 21, 595, 287| 6, 685, 988! 28, 281, 275| 31, 203, 760] 15, 814, 475| 47, 018, 235 


Employee contributions_. 11, 466, 880) 5, 533, 397) 17, 000, 277) 11, 988, 182) 14, 604, 052) 26, 592, 234 


\ - - ee 


Net cost to company 10, 128, 407) 1, 152, 591) 11, 280, 998) 19, 215,578) 1, 210, 423) 20, 426, 001 


Number of employees participating 

at end of year 251, 619 55, 157 285, 109 175, 717 
Percent of net cost of plan paid by: , 
Employee | 53.1 82.8 60. 1 38, 4 9 
Company... 46.9 17.2 


Lo 5A. 6 
39.9 61.6 a 43. 


Total. -| 100.0 100. 0 100. 0 100. 0 100. 0 100. 


1! Excludes Canadian General Electric Co. 
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As you will note, about 62 percent of the cost of the employees’ own insurance 
was paid for by the company in 1956. In addition, in the same year, the com- 
pany contributed about $1,200,000 for dependency coverage, which not only paid 
the insurance-company administrative costs, but also paid a portion of the 
claims of the costs of dependents. Not included in these statistics are the 
extensive administrative expenses assumed by the company in connection with 
the administrative work done by the company’s own employees in the processing 
of employee claims and in otherwise administering the insurance plan. 

Another aspect of the testimony of these gentlemen concerning General Elec- 
tric touched on the question of competitive bidding and so-called overlapping 
directorship as between Metropolitan and General Electric. Under your cross- 
examination, that of other committee members, and a committee counsel, Mr. 
House, these references were unmasked as flimsy efforts to arouse unwarranted 
suspicions. Indeed, the union officials were forced to admit (1) that competitive 
bidding on insurance contracts which leads to frequent switching of insurance 
earriers is bad and not at all what they advocated (p. 441) ; (2) that, even after 
receipt of competitive bids, “many elements of business judgment” enter into 
choosing between a low bidder and a higher one, so that the contract should not 
automatically be given to the low bidder (pp. 444-445) ; and (3) that their con- 
cern with this matter was not sufficient to cause them to advocate legislation 
compelling the award of contracts on the basis of competitive bids (p. 451). 

Again, in the course of answering your committee’s questions, the union offi- 
cials confessed (1) that they “would make no charge” that there was any per- 
sonal advantage to the two joint directors of General Electric and Metropolitan 
arising out of the General Electric insurance plan (pp. 445-446), and (2) that 
they made no charge that the General Electric contract was awarded to Metro- 
politan “because members of the board sat as members of the board of the 
carrier” (p. 385). Incidentally, General Electric had been doing business with 
Metropolitan 20 years before either company had any directors on the board of 
the other. 

In brief, the position of these union officials boiled down to nothing more 
substantial than their opinion that this was a “questionable practice within the 
code applicable to union people” (p. 386) in the General Electric-Metropolitan 
relationship. Whatever substance was left in this notion vanished when ques- 
tioning elicited the apparent view that the same union code was not violated 
by the circumstance that Mr. Meany, president of the AFL-CIO, is an officer of 
Union Labor Life, an insurance company which handles AFL-CIO insurance 
and which has directors closely connected with many unions that place large 
amounts of insurance with it (p. 449). 

In view of the flimsiness of the derogatory testimony about the General 
Electrie insurance plan, there is probably little justification to burden the 
record of your hearings with the many reasons why we are convinced that the 
plan is not only proper, but is beyond reproach. However, since this is so 
easily demonstrable, permit us at least to summarize for your record the 
reasons we are convinced that our insurance contracts with Metropolitan and 
our other health and medical insurance carrier provide the best form of cover- 
age at the lowest possible cost for our employees, their dependents, and the 
company. 

THE GENERAL ELECTRIC INSURANCE PLAN 


General Electric first provided life insurance as an employee benefit in 
1920, when we initially made our contract with the Metropolitan Life Insurance 
Co. As coverages have been expanded, additions have been made to the basic 
contract. For example, disability coverages were added to life insurance in 
1939. A second carrier of health insurance, Aetna Life Insurance Co., was 
added in 1948 for regional-coverage reasons. 

During ensuing years, the protection available and number of employees 
covered grew rapidly. In 1950, when a major improvement was made in the 
plan benefits, and again in 1952, when there were additional improvements, 
the existing contracts were amended to provide for the new coverage. In 1955, 
when the company put into effect its comprehensive insurance plan, the con- 
tracts were expanded again. This private comprehensive medical-expense plan 
gives new broad protection against the costs of illnesses and disability, inelud- 
ing the catastrophic and heretofore bankrupting cases. As noted earlier, this 
was a pioneering, precedent-making insurance program which provided the 
prototype for some 1,500 plans established subsequently. 
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We have no so-called welfare fund in this area. Our insurance is supplied 
to employees on a level-of-benefits basis. Under this type of benefit plan, the 
employee is assured of a specified benefit—for example, life insurance equal 
to two times annual earnings. The particular benefit levels are established 
by voluntary employer action, negotiation, and the requirements of compe- 
tition for employees. The employee contributes a fixed amount, and for the 
duration of the agreed arrangement neither his previously specified benefit nor 
his previously specified contribution varies, no matter how high the always 
varying cost may be. Thus, the company takes the whole risk as to what the 
actual experience will be under the plan. In addition, as noted earlier, the 
company assumes the administrative costs of handling General Electric em- 
ployee-benefit programs. 

We buy the coverage and service on an annual basis as an expense, and 
settlements against our premium advances during a year are made when the 
total net cost is determined after the end of the year. No employee or his union 
could be adversely affected by the variations in the way we buy coverage or by 
its costs or by whether or not we carried the insurance ourselves instead of 
buying it. 

This level-of-benefits type of program has important value to four separate 
participants : 

1, The employee is assured of a specified benefit—with his contribution also 
fixed in amount. 

Our union agreement clause on this subject reads as follows: “The com- 
pany will pay the balance of the net cost of the revised insurance plan. It 
will also pay any increases in such costs, and shall receive and retain any 
divisible surplus, credits or refunds, or reimbursements under whatever name 
made under any insurance policy issued under the revised insurance plan.” 

2. The employer, who shoulders the risk for the overall costs, has the incen- 
tive to achieve the most efficient operation and lowest resulting overall costs of 
his benefit program. We find this incentive at work not only in the employer’s 
efforts to help his employees be safe and healthy, but also in the intelligence 
and diligence he and his associates employ in buying coverage and service and 
in doing the internal administration. 

8. Regulatory officials recognize the built-in self-regulation inherent in the 
level-of-benefits programs. For example, testimony before the Senate’s Sub- 
committee on Welfare and Pension Plan Legislation has pointed out the results 
of the study conducted by the New York State Insurance Department, which 
stated : 

“For the true level-of-benefits plan, there is nothing to regulate with the 
possible exception of literature * * *. For the present, it is our view that the 
statute should be directed toward the regulation of trust funds or funds so ear- 
marked that they carry fiduciary implications. In level-of-benefit plans, such a 
fund does not exist, since the employer merely promises to provide benefits and 
not to set aside certain sums of money. Even where the employer sets up 8 
reserve on his balance sheet, it is merely for his own convenience. 

“* * * Such questions as whether the employer pays too much for insurance, 
whether commissions are too high, whether there are kickbacks to corporate 
officers, and whether the cost of administering the plan is too high are issues 
for stockholders to complain of.” 

4. Union officials can, under level-of-benefits bargaining, assure their mem- 
bers of specified benefits, regardless of the varying costs of the coverage, the 
varying working or health conditions in and out of places of employment, and 
the varying efficiency of employers and others in administration. 

We believe our insurance program provides an instructive example of a level- 
of-benefits plan in action. 

In the first place, as to our risk, we have to decide whether we will carry it 
ourselves through self-insurance or employ others to carry it. This is the same 
decision we have to make on the question of whether we will make or buy a 
given component for one of our products. In the case of life and health insur- 
ance, our constant check of the facts has, thus far, kept us deciding in favor of 


2Union officials have indicated many times their satisfaction with the level of benefits 
in General Electric benefit plans. For example, one union representative stated to the 
Massachusetts Commission on Labor and Industries (January 31, 1957) : “We are satisfied 
with what we negotiated with the company. We point with pride to our accomplishments 
there and to the jointly negotiated program. We wish that everybody in this country 
had the type of pension, insurance, and health coverage our people have at GE.” ; 
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buying it, partially because of the experience and service the carriers also 
provide. 

When we buy insurance intially, or when we scrutinize the facts as to whether 
insurance contracts are to be renewed, we have to employ the same gumption, 
honor, and diligence we bring to all our other buying transactions. About half 
the sales dollars we receive go to suppliers—roughly, $2 billion to 42,000 sup- 
pliers in 1956—and we obviously have to make these purchases on the basis 
best cacleulated to keep our products attractively competitive in the market, 
Consequently, we do business with some of these suppliers on a compeitive-bid 
basis; but in many cases we find the individually negotiated contract works out 
best. 

General Electric has, of course, a number of contracts with insurance com- 
panies in other fields such as fire, casualty, inland marine, ocean marine, work- 
men’s compensation, creditor insurance, and insurance for extrahazardous as- 
signments. We have been doing business with insurance companies ever since 
the company was founded before the turn of the century, and at present we are 
working with at least 20 different insurance companies. Just as in other buying 
operations, we have full-time executives and consultants in this employee-benefit 
work—professional people who are respected in government and industry. 

One of the things we have gathered from all this experience and counsel is 
that the controlling factor in insurance costs is not the “bid” but the deed— 
the actual performance of the carrier in terms of operating expenses. We have 
learned over a period of 50 years not to jump from one insurance carrier to 
another simply because the latter claims that it might be able to do the job at 
less cost than the incumbent. While we carefully and regularly reevaluate the 
possibilities of doing business with another carrier, we have found no good 
reason to make any changes in our life and health carriers since 1948. 

This judgment of ours seems to be borne out by the fact that, according to 
The Spectator Accident Insurance Register, a standard published authority for 
the insurance industry, Metropolitan and Aetna have in their class, the lowest 
and third lowest operating-expense ratios, respectively, based on an average of 
the last 5 published years. 

It is in this area of operating expenses that we find the real competition in 
the insurance business. There is little difference from one carrier to the next 
one in the other two elements making up net insurance costs—benefit claims 
and reserves. Obviously, employees are going to make the same claims, re- 
gardless of the carrier. Thus, except for an occasional difference of interpre- 
tation, either way, resulting from different claim personnel and practices, there 
would be no variations in costs due to benefits paid. These costs represent about 
90 percent of the total cost under most large insurance contracts. There is also 
no important difference in the cost of setting up and maintaining contingency 
reserves, because the practices of carriers are similar in this field. 

This leaves expenses as the principal variable item—and they represent less 
than 10 percent of the total cost. This fiure, of course, includes taxes which 
represent about 2 percent of overall costs and are common to all carriers. As 
indicated by the Spectator Accident Insurance Register on total business for 
a 5-year period, of those companies which write total group disability insurance 
in a volume at least equal to that provided by the General Electric insurance 
plan, Metropolitan showed the lowest expense ratio of 7.7 percent and Aetna 
was third lowest with 9.7 percent. Furthermore, the actual operating expense 
ratios achieved under the General Electric plan by the two carriers are sub- 
stantially lower than the already outstanding low average expense ratios realized 
for all of their group policyholders. We have every reason to believe that the 
net costs realized under our Metropolitan arrangement have been certainly as 
low as, if not lower than, they would be with any other carrier. 

One of the most common union abuses reported about insurance operation has 
involved the renegotiation of insurance contracts and the repeated changing of 
insurance carriers so that brokers selected by, or friendly to, union ofhicials 
could get repeated commissions for placing the insurance. 

Quite aside from cases of intentional abuse, we believe that it is easy ior 
people who are merely inexperienced in group insurance to run up unnecessarily 
high costs because they are tempted to jump from one carrier to another on 
the basis of attractive bids. 

With Metropolitan and Aetna measuring up so well on the basis of perform- 
ance, we have succeeded in avoiding other costs and losses which we would have 
incurred had we been forced to switch carriers. This is especially so in the 
ease of our Metropolitan experience. For example, definite advantages result 
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from the fact that our life-insurance policy dates back to 1920. One of these 
advantages is that there are no brokers’ commissions or equivalent charges re- 
quired under this policy. This distinct saving in the cost of life insurance would 
be lost if the coverage were transferred to another company. Another advantage 
is that under this policy, which has been in effect for so long, the company en- 
joys a favorable position with respect to payments made to cover contingencies, 
an advantage which would be sacrificed if the coverage were transferred. 

Our health insurance policy goes back to 1939 and has built up over the 
years certain contingency reserves which are not transferable and would be 
lost if this coverage were turned over to another carrier. 

In addition, if the Metropolitan policies were transferred to another carrier, 
there would be expenses due to start-up costs. The combined totals of the losses 
in reserves and new start-up costs would in our case, amount to over $3 million. 
Furthermore, there would be temporary out-of-pocket advances of additional 
millions (upon which savings would have to be sacrificed while they were 
unavailable for normal company business until the advances were refunded) 
in order to conform to State law requirements on initial gross premium rates. 

The sales and consultant work on our policies have been performed by Metro- 
politan representatives. It is of interest to note that at no time since the issue 
of the original policy with the Metropolitan in 1920 have the services of any 
broker been required on any insurance issued by the Metropolitan to General 
Electric. Hence, no brokerage commissions have been paid by Metropolitan 
on General Electric business since 1920, although the cost of the disability 
coverage does include a charge equivalent to a commission as required by law. 
Since Metropolitan is a mutual company, however, the savings it realizes aris- 
ing from the nonpayment of commissions to brokers on General Electric business 
have the effect of reducing the cost of insurance to all Metropolitan group 
insurance policyholders, including General Electric. 

Moreover, even all these savings do not take into consideration the fact that 
we have been able over the years to use forms and procedures already in 
existence throughout the company and known to employees. Our General 
Electric administrators of the program in over 125 locations have developed 
efficient practices in working with the 2 insurance carriers. While we would 
not have maintained our arrangements with Metropolitan and Aetna solely 
on the basis of such local operating economies, they are important additional 
savings beyond those from the low operating costs of these companies. 

We received significant aid from Metropolitan and Aetna in the development 
of the comprehensive medical insurance program we pioneered in 1955, and 
these companies were prepared to move ahead expeditiously with the program 
when we initiated it. When a new program is being launched—as untried and 
as revolutionary as ours was—it is important that there be the fullest confi- 
dence in the carriers’ ability to handle this large problem. Experience had 
given us this confidence in our ability to work soundly and efficiently on new 
and large problems with Metropolitan and Aetna. 

This confidence was especially helpful to us when we took on the uncertainties 
of the comprehensive medical insurance plan on a level-of-benefits basis. We 
did not believe that employees should be asked to do more than make a fixed 
contribution to the program, with the company assuming the remainder of the 
estimated costs plus all the risks that the costs would exceed the estimates. 
Despite the fact that the absence of prior experience with such extensive coverage 
reduced the possibilities of making sound cost estimates, the company committed 
itself in a 5-year contract to assume responsibility for the entire balance of cost 
beyond the fixed employee contribution. ‘Thus, as noted earlier, any variations 
in net premium cost actually affect only the company. 

As you know, sound group insurance practice requires premium payments high 
enough to cover conservatively estimated costs and to provide protection against 
unusual variations. The insurance carriers—including obviously the mutual 
companies—require as protection against unusual variations that the company 
make payments or advances which are larger than it is hoped the actual costs 
will be. The fact that there have been variations of several million dollars from 
one year to another in the amount of the excess deposits actually needed to pay 
benefits indicates the validity of these advances and the unpredictability of 
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actual claim expenses.’ As is shown by the union contract clause we have 
already cited, it was definitely and specifically understood by both the company 
and the union representing employees that any excess premium advance would 
be returnable to the company in the form of a refund since the company had 
advanced it in the first place. This refund is often misunderstood as some kind 
of an earned dividend reflecting earnings or profits, which definitely is not the 
case here. 

We have followed the practice over the years of making publicly available 
information with respect to benefit plans which seemed pertinent to the interest 
of those concerned, which would create the fullest understanding and which 
would encourage the maximum participation in the programs and utilization of 
the benefits. The amount and detail of this information has grown with the 
growth in size and importance of our employee benefit programs. The informa- 
tion thus supplied has included that which was in full satisfaction of the require- 
ments in our periodically negotiated union contracts. 

We have already indicated the operating data of the General Hlectric insurance 
plan which we have voluntarily agreed to supply various unions. We follow the 
same practices with respect to reporting to employees and unions on the General 
Hlectric pension plan, which was originally established in 1912. A pension 
trust was established in 1927. Our most recent report for the trust operation, 
which is independently audited, is attached. A summary, which was carried in 
our plant newspapers, follows: 


s“* * * Tn a mutual company, whatever the field of its operations, the premium exacted 
is necessarily greater than the expected cost of the insurance, as the redundancy in the 
premium furnishes the guaranty fund out of which extraordinary losses may be met, while 
in a stock company they may be met from the capital stock subscribed. It is of the 
essence of mutual insurance that the excess in the premium over the actual cost as later 
ascertained shall be returned to the policyholder * * *” Penn Mutual Co. y. Lederer, 
Collector of Internal Revenue, 252 U. S. 523, at p. 525 (1920). 
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HOW YOUR GENERAL ELECTRIC PENSION TRUST HELPS 


PROVIDE AND PROTECT RETIREMENT INCOME 


A REPORT TO GENERAL ELECTRIC EMPLOYEES 


Because so many members of the General Electric family are par- 
ticipants in the Pension Plan, the following information supplied 
by the Trustees concerning the operation and status of the Gen- 
eral Electric Pension Trust will be of interest to all employees. 


The Trust, which is 30 years old this year, had assets at 
December 31, 1956, amounting to $717,211,490 invested in a num- 
ber of different types of securities and in a broad range of indus- 
tries, as shown in the summary below 


The accounts and records are audited every year by Peat, 
Marwick, Mitchell & Co., Certified Public Accountants. Their ex- 
amination of the Trust records was made as of September 30, 
1956, at which time the assets of the Trust were $690,466,614, as 
indicated in the balance sheet and certification shown below 


Towers, Perrin, Forster & Crosby, Inc., the independent actu- 
aries, who review annually the calculation of liabilities of the 


GEWERAL ELECTRIC PENSION TRUST 
Bolonce Sheet 
September 30, 1956 


ASSETS: 
Investments 
U. S Government obligations, ot emertized cost 
(market $61 .813,563) . $ 67,962,625 
Corporate end othe: ebiigoton. of omeriied 
cow (morbet $354803,579) 391,108,727 
Common shocks, of cow (morket $252,034.386) . . - 7933004 


Che eve ntme nts 
Lond. buildings ond leoseholds. at 
emortied cow 
Mncoleoreour , 33,966.77) 
= ———— 


680,971,167 
(oh 3,145,165 
Accreed income or rmvertments 4.550.282 
Contributions recervable trom portiapotiag employees estimated 1,800,000 
$090 406.614 
=o 

UABIITIES AND PARTICIPANTS EQUITY 
24.434 


924 
31,5279 


$141,186,027 
Genero! fererve ovoileble tor persons 
to perticipenn net yet retwed . 549,203 700 


$90,389,777 
$090 466.614 
— 


Metre The hebility for pensions grented \s colcviated by the use of tables prepored 
by the Trvets ectwenes The valunded pension hobslty of the pertcipeting componses 
im the General Electric Pension Trust, umilerty calculated, ot December 31, 1955 (dete 
of the lotes! volvehon) wer estimated to be $58 000.000, efter deducting poyment 
mode in '956 opplicoble to 1955 
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Pension Trust, have reported as follows with regard to their opin- 
ion of the Trust's status in this respect as of December 31, 1956. 


“The calculations were performed in accordance with pro- 
cedures developed with our assistance and having our approval 
and it is our opinion that the results, based upon the employee 
data prepared by the General Electric Company, are substantially 
correct, both arithmetically and theoretically, and represent rea- 
sonable appraisals of the costs of the Plan.” 


At the end of 1956 there were 16,425 pensioners on the Pen- 
sion Trust roll of whom 13,650 were men and 2,775 were women. 
During 1956, 2,346 employees retired 


Of those who retired in 1956 and who are on the regular 
monthly roll, the average age at retirement was 62.3; the aver- 
age length of service, 26.8 years. The average monthly payment 
under the Plan (exclusive of Social Security) was $99.53. 


; SUMMARY STATEMENT OF INDUSTRIES REPRESENTED IN THE INVESTMENT : 
PORTFOLIO OF GENERAL ELECTRIC PENSION TRUST AS OF DECEMBER 31,1956 ! 


GOVERNMENT BONDS OF TOTAL PORTFOUO 


United Stores 56 
Conedion Provincial imver oF) 


CORPORATE BONDS AND NOTES 
Electric Uilery 


ne ce ce ee ee a ee ee ee ee ee ee 


An individual report showing the amount of your contributions and the emount 
of pension which has been accumulated on your behalf as of December 31, 
1956, through your contributions and those of the Company will be provided 
for all employees participating in the General Electric Pension Plan s00n. 
This individual report will enable you to estimate your pension at normal 
retirement age (65) if you remain with the Company at your present rate of 
earnings until you reach that age 


GENERAL @@ ELECTRIC 
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MANDATORY DISCLOSURE INFORMATION 





As can be judged from this record and our testimony last December in Massa- 
chusetts, we would not hesitate to support legislation requiring reasonable dis- 
closure of constructively useful information about benefit programs, whether 
or not they are administered by employers. 

In this situation, our position is obviously the same in principle as the one 
we took before congressional committees on the Taft-Hartley non-Communist 
affidavit some years ago when we testified that any employer who would be sus- 
pected of being a Communist would be a relatively rare exception but that, if it 
would seem fairer or help save face for union officials, among whom were many 
suspects, we would support the non-Communist affidavit being required of em- 
ployers as well as of union officials. 

We feel that any such disclosure legislation might well include disclosure to 
beneficiaries, registration with an objective Government agency, such as the 
Securities and Exchange Commission or the Bureau of Internal Revenue because 
of their special competence and experience in financial matters and specific pro- 
hibitions and penalties against deliberately furnishing incorrect or improper 
information or failing to provide information to beneficiares. 

In enacting legislation, Congress should, of course, be mindful that unduly 
burdensome requirements may discourage the growth of sound plans or force the 
unnecessary expansion of costly Government administration. Appropriate pro- 
tection should be afforded to information which, for competitive or other valid 
reasons, should remain confidential. Information disclosed should be confined 
to that which is demonstrably necessary for the protection of employees, em- 
ployers, and the public, and which would not injure the normal investment 
processes. 

We suspect that any reluctance on the part of employers to support broad 
mandatory disclosure legislation is due to these same fears we have expressed 
as to needless building up of further expensive bureaucracy and as to the demands 
for information going beyond what is genuinely in the interest of employees and 
public, and thus interfering with the soundly competitive efficiency of business 
in serving the balanced best interests of all concerned. 

From some of the testimony you have received, some union officials admitted 
(p. 488) that they want disclosure of employer-administered plans, not so much 
as a means for eliminating bad practices, as for the purpose of imposing upon 
Government agencies to acquire data which will serve union objectives in collec- 
tive bargaining on “health, welfare, and pension plans.” Moreover, some union 
officials seem to be advocating disclosure legislation for the purpose of trying to 
force employers into a “cents-per-hour” instead of a “level-of-benefits’” basis 
of bargaining. These union officials seem to feel that it is more important to 
talk about how much a benefit costs an employer than about how much good 
it does an employee. We believe, on the contrary, that bargaining on the basis 
of fixed benefits keeps the goals of what are in the best interests of the employees 
out in front of both parties to the negotiation. 

We hope the foregoing statement will be helpful to you and your committee, 

Very truly yours, 
LEMUEL R. BOULW ARE, 





GENERAL ELECTRIC PENSION TRUST, 
New York, N. Y., April 25, 1957. 
Mr. V. B. Day, 
Manager, Union Relations Service, General Electric Co., 
New York, N. Y. 

Dear Mr. Day: There is attached a report of trustees of the General Electric 
Pension Trust setting forth a balance sheet and a detail of securities and other 
property held by the trust at December 31, 1956, together with a summary of 
cash receipts and disbursements and certain other statistics pertaining to the 
year 1956. 

This report and the papers accompanying it have been submitted by the trus- 
tees to the company and are made available to you for use in accordance with 
the terms of agreements with unions where they represent General Electric 
employees. 

Yours very truly, 
E. 8S. Wiix1s, Secretary. 
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GENERAL ELECTRIC PENSION TRUST 


INDEX OF MATERIAL 


I. Report of trustees 


1. Balance sheet, December 31, 1956, and 1955 
2. Cash receipts and disbursments for year ended December 31, 1956, 


and 1955 


8. Investments, December 31, 1956, and 1955 


4. Statistics 
(i) 

(ii) 

(iii) 

(iv) 

(Vv) 


plan, 1956 and 1955 


Number of pension roll at December 31, 1956, and 1955 
Number of persons retiring during year 1956, and 1955 
Average age at retirement, 1956 and 1955 

Average service at retirement, 1956 and 1955 
Average monthly payment under General Electric pension 


II. Balance sheet, September 30, 1956, with certification of independent public 


accountants 


III. Statement furnished by independent actuarial consultants setting forth 
their opinion as to actuarial soundness of basis on which trust is being 


operated 


GENERAL 


Balance 


NLECTRIC PENSION TRUST 


e sheet, Dec. 31, 1956 and 1955 





Assets: 
Investments: 
U. 8. Government obligations- -- 
Land, buildings, and leaseholds 
Corporate and other obligations. 
Common stocks. 
Miscellaneous. - - 


Total... 
Cash - . 
Accrued income receivable 
Contributions receivable _ - 


Total. 


Liabilities and participants’ oustiy: 
Pensions payable 
Sundry liabilities 
Rentais received in advance 
Participants’ equity: 
Liability for pensions granted 
General reserve for pensions to participants not yet 


Total. 


retired __.- 


Dec. 31, 1956 


$59, 884, 417 
31, 708, 166 
394, 003, 839 
210, 603, 339 
4, 885, 402 


701, 085, 163 | 


728, 756 
3, 580, 631 
11, 816, 940 


—— 


717, 241, 490 


22, 409 
891 


55, 509 | 


144, 397, 462 


572, 735, 219 | 


717, 211, 490 | 


| 





Dec. 31, 1955 


$72, 123, 345 

26, 950, 532 
395, 568, 102 
133, 232, 322 


627, 874, 301 
2, 419, 716 
3, 583, 822 
8, 427, 411 


oe, ws: 250 


21, 345 
4, 386 
62, 927 


132, 236, 638 
509, 979, 954 


642, 305, 250 


Cash rece ee and disbursements, year ended Dec. 31, 1956, and 1955 


Cash balance, Jan. 1 


Receipts: 
Company and employee contributions 
Income from investments and sale of securities 
Other 


Total receipts - - 
Disbursements: 
Purchase of investments 
Pensions paid 
Other 
Total disbursements 


Increase (decrease ') in cash during year 


Cash balance, Dec. : 


1956 


2, 419, 716 | 


5 | = (137, 663, 721 


9, 079, 973 | 


5, 941, 959 
55, 254 


26, 077, 186 


, 690, 960, 


728, 756 | 


1955 


_ 5%, 129 


76, 027, 933 
| 61, 587, 418 
48, 370 


| 
120, 452, 823 
15, 529, 048 

54, 263 


1 36, 036, 134 


1,627 7, 587 


2, 419, 716 





IPenotes negative. 
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Investments, Dec. 31, 1956 and 1955 





U. 8S. GOVERNMENT ORLIGATIONS | | 
Treasury bonds ; $58, 384, 417 $70, 523, 345 
Savings bonds, series G___- iat cet i . . 1, 500, 000 1, 600, 000 


Total se i aes 59, 884, 417 


LAND, RUILDINGS, AND LEASEHOLDS 

Allied Stores_-._. ie en Pace dehbier | 5, 025, 204 5, 142, 804 
Continental Baking Co__-- ‘ 1, 012, 105 470, 020 
Continental Can Co-__.- yuan y i as 5, 501, 317 5, 345, 000 
Federated Department Stores___..--. 9, 083, 683 | 9, 212, 781 
Ginn & Co-__ x c Js ; 777, 587 | 786, 974 
Henri Bendel, Inc. ‘ 2, 134, 206 

R. H. Macy & Co ie ; 3, 422, 670 
Safeway Stores, Inc ; , 998, 2, 036, 058 
Shell Oil Co ‘ 2, 726, 77% 534, 135 
Westinghouse Air Brake Co 4 ’ 94, 675 


Total_- 31, 708, 166 26, 950, 582 


CORPORATE AND OTHER ORLIGATIONS 

Alabama Power 1, 015, 895 , 016, 540 
Allied Chemical & Dye i 3, 5s , 212, 141 
Aluminum Company of America , , 000, 000 
American Can : 5, ; 5, 202, 000 
American Gas & Electric 2, 483, 927 2, 481, 658 
American Investment Co. of Illinois ‘ 1, 000, 000 , 000, 000 
American Telephone & Telegraph = i 172 439 , 200, 804 
American Tobacco- --- 195, 55 3, 197, 051 
Anheuser-Busch 27 756, 408 2, 821, 237 
Appalachian Electric Power : 2, 042, 498 2, 044, 332 
Arkansas Power & Light. ; 2, 014, 765 2, 015, 617 
Associates Investment __- 12, 370, 000 9, 550, 000 
Atlantie City Electric- \ “ 1, 525, 404 ‘ 
Atlantic Coast Line R. R_--- 2, 282, 039 2, 28 
Atlantic Refining... 1, OO8, 817 | , 311, 982 
Babcock & Wilcox £ L. 3, 000, 000 » 000, 000 
Baltimore Gas & Electric _-- i 6, 845, 669 | , 848, 171 
Bell Telephone of Pennsylvania - 3, 036, 744 3, 038, 869 
Beneficial Finance 5, 987, 559 | 3, 986, 838 
Blaw-Knox 3, 000, 000 | 3, 000, 000 
Borden . : ee 4, 000, 000 | 4, 000, 000 
Brown Shoe Co = ‘ 1, 000, 000 |... Mbpc 
Bulov: : Watch_. scion Geaonedaie : baecsatcts 1, 500, 000 , 500, 000 
Cc. 1. Financial ___- ree sats 9, 749, 058 | , 221, 017 
ares Nitrogen Products___--- aaiatall a et 2, 000, 000 2, 000, 000 
Carolina Power & Light i naidiake 4, 017, 860 | 4, 018, 556 
Central Power & Light a eS le Baa sahephiRinateisacien | 1, 019, 125 , 019, 927 
Chesapeake & Ohio Ry------ Salis eRe ee 1, 399, 988 | , 533, 320 
Chicago Great Western Ry---- shiieiiliaad mahiaadaaas ‘saishanhat lied é 762, 675 | 849, 803 
Cleveland Electric Iluminating-- ; nn 2, 012, 920 2, 013, 371 
Colorado Interstate Gas_-_---- ; : eae 959, 000 987, 000 
Columbia Gas System i a atl i 6, 100, 560 3, 105, 833 
Combustion Engineering eel PEN ES a 2, 000, 000 | 000, 000 
Commercial Credit a at ean re en coer << : 5c } 546, 204 | 980, 659 
Commonwealth Edison-_-__- en ; ae 7, 007, 507 008, 700 
Consolidated Edison of New York... 6 tis i chbb a dbbdd kbc seebeenebd 5, 080, 358 O83, 695 
Consolidated Natural Gas._-_---- aE Pa Nae seit 5, 531, 630 ), 040, 500 
Continental Can Co--_-- » : cae iekdvtouse sted 2, 734, 552 979, 508 
Continental Oil ‘ hci piuieiaieceien i = 3, 034, 821 036, 072 
Crown Zellerbach_ - - ‘ake oY if , 2, 520, 000 640, 000 
Detroit Edison _- cael <ahdaed | 2, 000, 000 928, 303 
EE SD ee ee en ; aes > : 930, 399 | 930, 712 
El] Paso Natural Gas_--- i a a aa oie ‘ ia 10, 398, 053 964, 340 
Firestone Tire & Rubber-- Padbhubanscennbund Eaeice Ge ea 223, 152 | 223, 029 
Florida Power & Light___._-- toad : . 2, 029, 107 2, 031, 666 
Florida Power--- cs ea 2, 020, 848 2, 021, 622 
Food Machinery & Chemical.- 5 2, 370, 166 2, 370, 337 
Fruit Growers Express-. 7 } 1, 903, 872 1, 971, 656 
Gas Service__.. : Z 1, 944, 682 | 1, 965, 052 
General Finance__- 895, 225 994, 067 
General Motors. _. + ‘ 2, 762, 107 3, 767, 260 
General Motors Acceptance. - - ; 13, 985, 514 13, 985, 291 
Georgia Power ide : 991, 776 993, 878 
Georgia RR 181, 800 181, 800 
Goodrich, B. F_- ‘ a ‘ 1, 900, 000 1, 900, 000 
Gulf States Utilities _- : . 3, 351, 559 3, 352, 947 
Household Finance Corp ; 1, 993, 396 | 1, 992, 759 
Houston Lighting & Power-_----- a . = 2, 000, 000 2, 000, 000 
Idaho Power : : 1, 012, 385 1, 012, 886 
Illinois Bell Telephone - - - - pte ha : at - 3, 123, 160 3, 128, 910 
Indiana & Michigan Electric.- scion 3, 020, 054 3, 021, 270 
Inland Steel_ . : 984, 000 1, 805, 000 
International Bank for Reconstruction and Deve lopment-... ‘ 9, 949, 223 9, 946, 324 
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4 CORPORATE AND OTHER ORLIGATIONS—continued 
, 523, 345 
|, 600, 000 Interstate Oil Pipe Line ‘ : : : edepaietabien f at 1, 995, 961 1, 995, 761 
on Kansas City-Southern Ry----- abcainie Aaacatonae ae a g 724, 275 762, 395 
, 123, 345 Lehigh Valley Railroad_. Dee EE Rae oe ; = | 1, 902, 242 1, 902, 242 
== Long Island Lighting_...__ 7 eel ecumuaan 4, 021, 868 4, 022, 888 
Lorillard, P._. Fees eek ee 2 anise ee 968, 439 968, 097 
), 142, 804 Louisiana & Arkansas Ry. a ma : on : a 760, 498 830, 575 
470, 020 Louisiana Power & Light__._.-- : — : 1, 015, 873 1, 016, 538 
|, 345, 000 Louisville & Nashville RR._-------- SOnnnkaea eebecrmnecition 1, 734, 064 1, 812, 064 
), 212, 781 May Department Stores_........---- ; : E 3 1, 540, 000 2, 540, 000 
786, 974 McKesson & Robbins Aes Soa 3, 250, 373 3, 289, 778 
Michigan Consolidated Gas_- ae : 3, 020, 121 3, 021, 034 
, 422, 670 Michigan Gas Storage oes : ; aera | 2, 292, 000 2, 445, 000 
, 036, 058 Midland Enterprises, Inc_--- an eats aoa a8 2, 000, 000 |____- ' 
534, 135 Minneapolis-Honeywell Regulator... .-_--. ea 2 aiee | 1, 250, 000 1, 350, 000 
Minnesota & Ontario Paper- ; : ‘ ; 1, 000, 000 1, 000, 000 
Mississippi Power & Light. - inncnnip sea J al E | 1, 003, 953 1, 004, 122 
, 950, 532 Missouri Pacific R. R_-- pbtibeee ipesbeneucdcnubemanaentn : 1, 380, 930 1, 416, 339 
= Missouri Public Service- - - Riaae ‘ Sewkinu eer 1, 300, 000 
Montana Power ; : a 1, 315, 406 
, 016, 540 Mountain Fuel Supply... : as : 1, 958, 557 
, 212, 141 National Distillers____- : z la . : 1, 377, 614 1, 378, 751 
, 000, 000 National Fuel Gas___ ; . rer 3, 052, 296 3, 054, 918 
, 202, 000 New England Telephone & Tele leeraph... ‘ me z eee 2, 010, 375 2, 010, 977 
, 481, 658 New York Central R. R-. aes : ‘ ee ; 1, 982, 185 1, 979, 783 
, 000, 000 New York Telephone - ‘ ssalané ¢ : ; : 5, 063, 872 5, 071, 954 
, 200, 894 Niagara Mohawk Power _- z : 2 i 5, 044, 707 5, 046, 589 
, 197, 051 Northern Illinois Gas__- 1, 506, 179 1, 507, 369 
, 821, 237 Northern Natural Gas- eceaets sneaeees 5 noe 4, 965, 115 4, 965, 184 
, 044, 332 Northwestern Bell Telephone - ‘ Sracesde | 1, 513, 404 1, 513, 893 
, 015, 617 Ohio Edison.. 4s Seaieseeded | 3, 052, 618 3, 054, 873 
, 550, 000 Ohio Power 4 Se pessead ; 2, 041, 857 2, 044, 443 
, 526, 469 Ohio Valley ‘ga pase a Tcetpaec es 2) 542, 000 2, 325, 000 
282, 039 Oklahoma Gas & Electric _ 5 Back. 1, 016, 595 1, 017, 306 
, 311, 982 Oklahoma Natural Gas_.........-- nae a alidewaitasas 1, 000, 883 1, 000, 923 
, 000, 000 Ontario, Province of... Swe Soi ; 2, 693, 965 2, 693, 705 
, 848, 171 Owens-Illinois Glass_.. F | 3, 700, 000 3, 700, 000 
, 038, 869 Pacific Gas & Electric. : . ‘ a ar 5, 920, 343 5, 926, 659 
, 986, 838 Pacific Telephone & Telegraph ieee ; 3, 016, 398 3, 017, 069 
, 000, 000 Pan American Petroleum & Transport - SERA Secs ree 1, 998, 568 1, 999, 364 
000, 000 Panhandle Eastern Pipe Line-. ‘ Biss a 5 1, 881, 934 1, 881, 129 
nm Park & Tilford Distillers-.- Secs Sai Wwe wernt 790, 000 | 860, 000 
, 500, 000 Pennsylvania Railroad -_--__- E on : cies 4, 783, 072 | 4, 780, 283 
, 221, 017 Phillips Petroleum - - -- ; SS ‘ | 226, 599 226, 824 
000, 000 Pillsbury Mills_. ‘ ‘ : Pee inte t 1, 001, 993 | 1, 002, 118 
018, 556 Plantation Pipe Line_. Seana | 3, 993, 152 3, 992, 651 
019, 927 Public Service of Colorado__..- bs ea : colic are 1, 015, 944 1, 016, 588 
533, 320 Public Service Electric & Gas__- , ’ : 4, 959, 355 | 4, 962, 711 
849, 803 Quebec Hydro-Electric mat ‘ i ‘ ; : 1, 985, 481 1, 984, 819 
013, 371 Reading - as ieee Saar 1, 434, 183 1, 496, 582 
987, 000 Reynolds, R. J., Tobacco__.. _— 3 : 2, 878, 306 2, 878, 742 
105, 833 Saskatchewan, Province of_...-- ile a a imeeess 1, 993, 456 | 993, 080 
000, 000 Seabord Finance. ---. am ; : 2, 000, 000 | 2, 000, 000 
980, 659 Shell Oil... : s : : ies 4 6, 500, 399 4, 610, 982 
008, 700 Southern California Edison... --- a tee ‘ ; | 5, 059, 562 | 5, 062, 644 
OR3, 695 Southern Natural Gas. , . ; : 4, 301, 050 5, 806, 398 
040, 500 Southern Pacific__....____- . = beata i datace 987, 429 985, 248 
979, 503 Southern Ry-. ‘ ere = ae ae 2, 610, 489 2, 733, 294 
036, 072 Southwestern Bell egnene. . ‘ oe ioc eee 3, 159, 255 3, 165, 302 
640, 000 St. Louis. Brownsville & Mexico Ry- : Saeaetcas ; 324, 418 332, 736 
928, 303 Stevens, J. P i bs 2 . : | 4, 183, 951 4, 382, 310 
930, 712 Tampa Electric . : . P de OR cae we A ye a 980, 000 980, 000 
964, 340 Tennessee Gas Transmission. - - - : = : 11, 113, 821 9, 107, 020 
223, 029 Transok Pipe Line : : : ; ; 2, 502, 339 2, 502, 438 
031, 666 Trunkline Gas Co ‘ ‘ 2, 000, 000 2, 000, 000 
021, 622 Union Electric Company of Missouri_-- : : 4, 033, 131 | 4, 035, 111 
370, 337 United Gas Ss ; 5, 701, 270 5, 738, 577 
971, 656 United Illuminating , : < ; 1, 000, 000 1, 000, 000 
965, 052 United States Tobacco. - : eee 1, 264, 425 
994, 067 Utah Power & Light . 1, 011, 399 1, 011, 859 
767, 260 Virginia Electric & Power 2 ; 5 2, 000, 000 2, 000, 000 
985, 291 Wabash RR : 2, 429, 830 2, 492, 133 
993, 878 Washington Terminal hee ioe 1, 193, 158 1, 256, 571 
181, 800 Washington Water Power : 850, 000 | 900, 000 
900, 000 Western Maryland Ry a . ; 1, 000, 000 1, 000, 000 
352, 947 Westinghouse Air Brake 1, 991, 310 | 1, 990, 909 
992, 759 Westinghouse Electric a 2, 100, 000 2, 100, 000 
000, 000 Wisconsin Electric Power eee ce 1, 511, 953 , 512, 463 
012, 886 Wisconsin Power & Light | 1,018, 286 1, 019, 036 
iS Youngstown Sheet & Tube__._-_- : . ae ‘ ao | 2, 000, 000 2, 000, 000 
021, 271 , deictias 


805, 000 Total 7 a a fines . : iE ee 394, 103, 836 395, 568, 102 
946, 324 anne 
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Abbott Laboratories___. 
Allied Chemical & Dye 
Aluminum, Ltd 


Aluminum Company ‘of America 


American Can Co_....-- 
American Gas & Electric 


Baltimore Gas & Electric ._- 


Bankers Trust 
Bethlehem Steel Co_ 
Borden Co seaeiectn 
Boston Edison__. 
Burroughs Corp---- 
Caterpillar Tractor -__- 
Chase Manhattan Bank 
Chrysler. 
Commonwealth Edison 


Consolidated Edison of New York. 


Consumers Power Co 
Continental Can Co., Inc 
Continental Insurance Co 
Continental Oil Co 


Corn Products Refining Co_-_- 


Crown Zellerbach Corp 
Deere & Co er 
Dow Chemical Co 


DuPont, E. I., de Nemours & Co 


Eastman Kodak Co 


Eli Lilly & Co........----- 7 


Fidelity- P henix. rote’ 


Firemen’s Fund Insurance. ___-_- : 
Firestone Tire & Rubber---- 
First National Bank of Boston 
First National City Bank, New Y ork. 


Ford Motor Co 
General Foods Corp 
General Mills, Inc 
General Motors 


Goodyear Tire & Rubber 
Gulf Oil 


Hartford Fire Insurance. --------- 


Hercules Powder. 


Houston Lighting ‘& Power- 


Idaho Power 
Inland Steel__.......-- 


Insurance Company of North America_ 
International Business Machines-.- 


International Harvester - - 
International Paper- 
Irving Trust___. 
Johns-Manville C orp. 
Kennecott Copper--_.__-_- 


Libbey-Owens-Ford Gl: 1SS___- 


Manufacturers Trust 
Merck & Co., Ine 


Minneapolis-Honeywell Regulator 
Minnesota Mining & Manufacturing 


Monsanto Chemnical 
National Cash Register_. 
National Dairy Products 
National Lead 

National Steel_ 
Owens-Illinois Glass... 
Parke, Davis 

Penney, J. C_ 

Pfizer (Chas.) & Co., Inc 
Phelps-Dodge Corp- -- 
Philadelphia Electric. 
Phillips Petroleum 
Pittsburgh Plate Glass -__- 
Potomac Electric Power-.- 
Procter & Gamble... 
Rohm & Haas.- 

San Diego Gas & Electric 
Scott Paper Co.- 

Sears, Roebuck... 


Security First National Bank, Los Angeles 


Socony-Mobil Oil 


Southern California Edison_- a 
Standard Oil Company of California._- 
Standard Oil Co. (Indiana) 


Standard Oil Co. (New Jersey)... 


COMMON STOCKS 


nee 


Goodrich, B. F., ve ae 


Guaranty Trust Company of New York.. 
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100, 176 
3, 585, 883 
1, 487, 81] 
1, 401, 258 
1, 208, 611 
2, 390, 905 
1, 051, 613 

666, 388 

845, 906 
1, 132, 983 

612, 162 


1, 769, 809 
662, 720 
2, 055, 134 
2, 009, 48] 
3, 001, 081 
1, 623, 860 
2, 151, 203 
690, 182 
1, 832, 890 
920, 948 
1, 227, 715 
1, 117, 612 
2, 806, 991 
4, 576, 391 
2, 856, 906 
339, 000 
758, 012 
1, 035, 025 
1, 253, 133 
224, 185 
729, 941 


"1, 872, 654 


1, 152, 449 
2, 645, 483 
1, 007, 618 
1, 131, 863 
347, 875 
3, 389, 745 
1, 076, 254 
331, 656 
844, 730 
157, 57 
1, 065, 828 
1, 067, 235 
1, 575, 339 
950, 374 
2, 108, 027 
247, 838 
2, 800, 535 
1, 062, 798 
1, 316, 399 
453, 463 
188, 466 
1, 163, 551 
1, 652, 9038 
2, 346, 056 
1, 460, 515 
1, 241, 908 
1, 926, 778 
1, 450, 698 
783, 186 
238, 541 
3, 864, 745 
185, 237 
626, 099 
1, 725, 423 
, 850, 956 
1, 827, 767 
671, 902 
1, 607, 557 


_ 


600, 965 
1, 294, 124 
3, 731, 718 

626, 288 
3, 891, 161 
1, 902, 135 
2, 678, 0382 
2, 435, 992 
3, 988, 000 






Tex 
Uni 
Uni 
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100, 176 
3, 585, 883 
1, 487, 81) 
1, 401, 258 
1, 203, 611 
2, 390, 905 
1, 051, 613 
666, 388 
845, 906 
1, 132, 983 
612, 162 


1, 769, 809 

662, 720 
2, 055, 134 
2, 009, 48] 
3, 001, 08] 
|, 623, 860 
», 151, 203 

690, 182 
|, 832, 890 

920, 948 
, 227, 715 
, 117, 612 
, 806, 991 
, 576, 391 
, 856, 906 

339, 000 

758, Som 


108, 027 
247, 838 
800, 535 
062, 798 
316, 399 
453, 463 
188, 466 
163, 551 
652, 903 
346, 056 
460, 515 


850, 956 
327, 767 
571, 902 
907, 557 


100, 965 
104, 124 
31, 718 
126, 288 
91, 161 
12, 135 
78, 032 
35, 992 
88, 090 
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COMMON STOCKS—continued 
Texas Co... : 5, 723, 678 2, 895, 850 
Union Ce arbide & Carbon... 6, 853, 286 4, 567, 124 
United States Steel_ 2, 348, 833 1, 355, 970 
Virginia Electric & Power 2, 209, 827 1, 302, 097 
Wisconsin Electric Power. 2, 113, 039 1, 325, 661 
SENS Bd. WE vicnccnceetactanacucenseaitatnel side cane, eietin seees abies ct 1, 098, 200 


210, 603,339 | 133, 232, 322 
4, 885, 402 1 i 


Patel. ganihesens uitswcasncussaucinuatiesionneddmm maaan | 701, 085, 108 | "627, 874, 301 


Total... 
Miscellaneous investments. . - 


GENERAL ELECTRIC PENSION PLAN 


Statistics 





Number on pension trust payroll at Dec. 31: 
Former employees: 
3, 6: 12, 714 


Males 
2, 722 


Females 
15, 436 
700 


16, 136 


Total 
Beneficiaries 


Total 


Number of persons retiring during year: 
Regular monthly payroll. - ii : 1, 701 
I i a cl cra sie lee Se i en 


406 


a a a i a all 2, 107 


Averages for regular monthly payroll (excluding lump sum settlements): 
Average age at retirement 52. 62.9 
Average service at retirement . 26. 5 
Average monthly payment under GE pension plan 








REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 


PEAT, MARWICK, MITCHELL & Co., 
CERTIFIED PUBLIC ACCOUNTANTS, 
New York, N. Y., December 10, 1956. 
The TRUSTEES OF GENERAL ELECTRIC PENSION TRUST, 
New York, N. Y.: 

We have examined the balance sheet of General Electric pension trust as of 
September 30, 1956. Our examination for the year then ended was made in 
accordance with generally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 

In our opinion, the accompanying baiance sheet presents fairly the financial 
position of General Electric pension trust at September 30, 1956, in conformity 
with generally accepted accounting principles applied for the year then ended on 
a basis consistent with that of the preceding year. 
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GENERAL BLEcTRIC PENSION TRUST 
Balance sheet, September 30, 1956 


ASSETS 
Investments : 
J. S$. Government obligations, at amortized cost (market 
$61,813,563 ) 
Corporate and other obligations, at amortized cost (market 
EE eee eee gti sas a aes temeneaniindiah 391, 108, 727 
Common stocks, at cost (market $252,034,386) ; 187, 933, 044 
Other investments: 
Land, buildings, and leaseholds, at amortized 
. $28, 978, 203 
4, 988, 568 
——_—— 33, 966, 771 
680, 971, 167 
3, 145, 165 
Accrued income on investments = 4, 550, 282 
Contributions receivable from participating employees, estimated__ _1, 800, 000 


_... 690, 466, 614 


Pensions payable aus 24, 434 
ncaa msleieniloicneenahieoainetiin ales pet ee 924 
Rentals received in advanced 51, 529 
Participants’ equity (see note) : 
Liability for pensions granted $141, 186, 027 
General reserve—available for pensions to partic- 
ipants not yet retired 549, 203, 700 
—_—_—_———— 690, 389, 727 


. 690, 466, 614 


Note.—The liability for pensions granted is calculated by the use of tables pre- 
pared by the trust’s actuaries. The unfunded pension liability of the participating 
companies in the General Electric pension trust, similarly calculated, at Dec. 31, 
1955 (date of the latest valuation), was estimated to be $58 million, after 
deducting payments made in 1956 applicable to 1955. 


Towers, PERRIN, Forster & Crossy, INC., 
Philadelphia, Pa., April 15, 1957. 
The PENSION Boarp, 
General Electric Co., 
570 Lexington Avenue, New York, N. Y. 

GENTLEMEN: We have reviewed such calculations of liabilities as of December 
31, 1956, for benefits prospectively payable in accordance with the provisions of 
the General Electric pension plan prepared by the General: Electric Co., as have 
been completed. Calculations of liabilities as of December 31, 1955, similar to 
the December 31, 1956, calculations which have not yet been completed were also 
reviewed by us. 

The calculations were performed in accordance with procedures developed with 
our assistance and having our approval and it is our opinion that the results, 
based upon the employee data prepared by the General Electric Co., are substan- 
tially correct, both arithmetically and theoretically, and represent reasonable 
appraisals of the costs of the plan. 

Very truly yours, 
KEATH P. GIBSON, 
Vice President and Associate Actuary. 


(Whereupon, at 1:40 p. m., the committee adjourned, to reconvene 
at the call of the Chair.) . 





WELFARE AND PENSION FUND LEGISLATION 


TUESDAY, JULY 9, 1957 


House or REPRESENTATIVES, 
ComMMITTEE ON EDUCATION AND LABOR, 
Washington, D.C. 

The committee met at 9:50 a. m., pursuant to notice, in room 429, 

ae nee Office Building, Hon. Graham A, Barden (chairman), 
residing. 

7 Present: Representatives Barden, Kelley, Bailey, Perkins, Wier, 
Elliott, Landrum, Metcalf, Green, Roosevelt, Thompson, Holland, 
Teller, McGovern, Gwinn, Holt, Rhodes, Wainwright, Frelinghuysen, 
Nicholson, Ayres, Griffin, and Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. 
Graham, minority clerk; A. Regis Kelley, clerk; Robert E. McCord, 
clerk ; Martin S. House, special counsel on welfare and pension legisla- 
tion; Kennedy W. Ward, assistant general counsel, and Russell C. 
Derrickson, chief investigator. 

Chairman BarpeNn. The committee will come to order. 

Ladies and gentlemen of the committee, we have with us this morn- 
ing one of the great American labor leaders, and great in his own 
name. I am delighted to see him looking so vigorous and healthy. 
I have known him for I believe about 23 years, is it not, Mr. Lewis? 

Mr. Lewis. I think that is right, Congressman. 

Chairman Barpen. It is fine to see you looking so well, and we will 
be glad to hear from you, Mr. Lewis. 


STATEMENT OF JOHN L. LEWIS, PRESIDENT OF THE UNITED MINE 
WORKERS OF AMERICA, AND TRUSTEE AND CHIEF EXECUTIVE 
OFFICER OF THE UMWA WELFARE AND RETIREMENT FUND 


Mr. Lewis. Thank you, Chairman Barden. I appreciate your 
comments and express my equal pleasure at seeing you in such obvious 
good form today. May your shadow never or less. 

I appear this morning on invitation of the committee, which is very 
much appreciated, as a representative of the trustees of the United 
Mine Workers of America welfare and retirement fund. I have a 
fairly brief prepared statement which epitomizes the general position 
of the fund, and the United Mine Workers of America and its mem- 
bership, with respect to the legislation now being considered by your 
honorable committee. 

With your permission, Mr. Chairman, I will read it and will then 
yield to any questions that may be addressed to me by the members of 
the committee or the chairman. 


215 
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Chairman Barven. I had presumed, Mr. Lewis, you would prefer 
not to be interrupted until you have completed your statement. 

Mr. Lewis. I am indifferent on that subject. It can be as you 
choose. 

Chairman Barpen. All right. 

Mr. Lewis. We find ourselves opposed to the plan for the Congress 
to enact regulatory or punitive legislation affecting welfare funds as 
established in American industry, more or less in reprisal because dis- 
honest men have committed dishonorable deeds as affecting certain 
of the welfare funds. 

In the first place there is now ample legislation on the statute books 
of the Federal Government and the various States to reach out and 
apprehend and place on trial any individual guilty of pilfering from 
these funds or engaged in practices that for long years have been 
deemed and held illegal. 

Legislation of the type and character now under consideration, 
adopted more or less in the heat of passion by public indignation over 
incidental exposures, rarely turns out to be legislation that serves the 
national interest. 

The scandal over welfare funds is not the only sensational incident 
that has occurred in every social, political, and economic subdivision 
of our electorate. Virtue does not exist in any one segment of Ameri- 
can society ; all men are prone to weaknesses at times. 

Under our concept and form of government we try to function as 
best we can, with due regard to the frailties of man and the full 
knowledge that all men are not perfect. Under our concept of gov- 
ernment, it is the duty of our citizens and their obligation to elect 
their leaders in a Nation that, as Lincoln said, is dedicated to liberty 
and holds that all men are free and equal. The task of making a 
nation, so dedicated, and so founded, endure is a continuous task just 
as important today and perhaps in some degrees more pressing than 
it was when President Lincoln uttered those famous words at Gettys- 
burg. 

Similarly, under our Constitution we have voluntary associations 
of citizens which are the bulwark of American liberty, the free 
forums of the Nation, designed to assist all citizens in the promotion 
and the success of every phase of our national and domestic life. 

Inherently, it is just as important that the labor unions acknowl- 
edge their obligation to elect their representatives and to reject the 
theory that voluntary associations should become the province of the 
State because the members of the voluntary associations seem at times 
incapable of any form of self-government. Such a theory strikes at 
the very heart of the principles of this Republic. 

I do not believe that the Republic, through its central powers, can 
regulate these voluntary associations, either in whole or in part, with- 
out of necessity expanding its powers as a central government to the 
point where it will become a police state, in truth and in fact. 

One of our proudest boasts abroad, and much money is spent in 
promoting this truth, is that our labor unions are free, and that our 
voluntary associations of citizens are free, in contradistinction to 
conditions existing in other states which we identify from time to 
time. 

The labor unions in this country are the first line of the Nation's 
defense in emergency; they are the defenders of our liberties. With 
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their free forums, with their proven loyalty to the principles of the 
Republic and the defense of the Nation’s free institutions, they need 
some liberty of action and they need to remain free as voluntary 
associations. Yet we speak calmly here today of our Government 
adopting measures from which our forefathers fled to populate this 
country. We rejected devices of autocracy and the totalitarian state, 
and it is our task to make democracy live under our concept of gov- 
ernment. 

We believe that a representative form of government and its func- 
tion endure; we have proven that and demonstrated that to the world 
since 1776. We built up this vast country and attained a standard 
of living and accomplishment hitherto selaiaiee in the world. Col- 
lective bargaining, free enterprise—these precepts of democracy we 
have followed, and notwithstanding all the ills or disappointments 
and failures of individual enterprise or effort, or disappointments 
with various individuals, our Republic has gone on to build what we 
have here today. We have won two great wars with the cooperation 
of labor, and it is questionable whether we could have won those wars 
without the maximum degree of cooperation of the men and women 
enrolled in the labor unions of this country who gave leadership and 
accomplishment to the efforts of the Republic. ‘These are free labor 
unions and free welfare funds. There are probably 16 or 18 million 
members enrolled in the ranks of organized labor. They probably 
represent with their families 45 or 50 million people. They give 
leadership to our economy, they give stability to our industrial and 
economic enterprise after the American fashion. 

I think the Congress ought to give free enterprise in welfare funds 
achance to continue. We extol free enterprise anywhere else. I am 
for free enterprise in welfare funds. And I recognize that the selec- 
tion of wise leaders and able counselors and honorable men is just as 
much an obligation for a welfare fund as it is for the Congress of the 
United States or the lawmaking bodies of cur several States. It is 
a constant task for the electorate to assume. 

You cannot achieve virtue merely by the enactment of statute, be- 
cause enactment of a statute does not change the character of men. 

In the minds of the people I represent, there is no necessity for 
Federal legislation of these welfare funds at any time. There is a 
necessity for increased prosecution of those who have been guilty of 
wrongdoing in connection with them. But we have laws for that; 
we have appropriations to carry out those laws. 

To undertake to enact the legislation encompassed in those several 
bills pending before the committee would, I think, put an undue 
burden upon the welfare funds, would vastly increase the cost of 
administration, would deprive potential beneficiaries of full partici- 
pation in the fund, and would increase the cost of government by the 
necessity of creating new bureaus for administration. 

Administrative interpretations of any statute duly enacted by the 
Congress would of necessity be made, and as those definitions from 
time to time become approved by the inferior or the superior courts, 
we would gradually build up a new base of regulatory laws with the 
administrative branch of government continually issuing new, defini- 
tive rulings based thereon and further and further encroachment of 
a State upon the voluntary forms of organization inevitably would 

ollow. 
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I think it is far, far better to let the free-enterprise system prevail 
in labor, in welfare funds, and in collective bargaining than it is for 
the central state to try to regulate all the acts of men here in America, 
For if we do, the form and concept of our government changes, and 
tomorrow is another day fraught with hazard and peril for the Amer. 
ican flag and its free institutions. 

Chairman Barpen. Thank you very much, Mr. Lewis. 

I think it would be quite proper to say at this time, for some time J 
have recognized some of the fundamental truths expressed by you 
which has caused me to be rather cautious and maybe a little slow in 
tinkering with machinery that is doing so much good and at times 
being given a bad name by bad men. But I think this should be said 
concerning the welfare funds of the organization of the people you 
represent: This committee has sent out many questionnaires, several 
thousand of them to organizations all over the country. I have had 
the staff and especially the investigators constantly on the alert to find 
these poorly and badly and sometimes corruptly operated setups. Bat 
I must say to you, sir, much to your credit and leadership, that there 
has never been one critical ugly word about the welfare funds of your 
organization. I think that is due in great part to your leadership 
and to the fundamental integrity which you have at all times advo- 
cated. I thought that should be said. I don’t say that as either a 
member of your organization but probably at times I have been ac- 
cused of being a little off center on some of your recommendations, but 
certainly on this matter I think that you are to be commended and 
congratulated and the men who work under you likewise. I wanted 
to make that statement at this time. 

Mr. Lewis. You honor me greatly, Congressman Barden. I thank 
you for your confidence. 

Chairman Barpen. Mr. Kelley, would you care to question? 

Mr. Ketizy. Not except to say that if the United Mine Workers 
can operate a pension and welfare fund with such efficiency, it occurs 
to me that other labor organizations could do the same thing. It 
has been well demonstrated by the United Mine Workers that it can 
be done and it is being done, much to the credit of the distinguished 
witness before us. 

Mr. Lewis. I quite agree with you Congressman. I quite agree. 

Chairman Barven. Mr. Gwinn. 

Mr. Gwinn. Mr. Lewis, how do you operate your welfare funds! 
Do you invest them through trustees, or do you take the funds that 
are paid in by employer and employee and buy insurance from the reg- 
ular insurance companies? 

Mr. Lewis. No, Congressman Gwinn. We do not buy insurance in 
behalf of the beneficiaries from any operating insurance company. 
We have had many offers from insurance companies to take over and 
do that work and assume all responsibility for payments in the sev- 
eral subdivisions of the fund. But the fund has found that it can 
discharge those obligations and administer the trust in a much more 
efficient manner than the insurance companies and with a saving of 
enormous sums of money. 

Our administrative cost is less than the insurance companies by far. 
So the fund administers all of its obligations. 

Mr. Gwinn. How are the trustees appointed, and do they represent 
the workers as well as the employer? 
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Mr. Lewis. The trustees are designated by the contracting parties. 
The fund is created under collective-bargaining procedures and in the 
national bituminous agreement there is a basic trust contract that 
creates the fund and endows the trustees with necessary authority in 
behalf of the contracting parties, and the interest they represent, and 
designates the personnel of the trustees. 

Mr. Gwinn. Are those trustees representing the employer as active 
in exercising their responsibility as the trustees designated from the 
workers lists ? 

Mr. Lewis. I would say that is true. 

Mr. Gwinn. Well, I suppose that fund would be as large as some 
of our larger insurance companies would it not ? 

Mr. Lewis. That is a fair statement. There are many insurance 
companies with lesser assets or investments than the United Mine 
Workers welfare and retirement fund. At the last fiscal report 
a year ago, as of July, the audit showed about $130 million reserves 
and the report that will soon be made by the trustees, public in char- 
acter, will show I think some increase above that. 

Mr. Gwinn. Well now, we have accepted the principle as one not in 
violation of the fundamental principles you outlined of regulation or 
inspection by public authorities as to the character of the investments 
made and administration generally of these funds. In what way do 
you think the regulatory bodies set up to regulate insurance invest- 
ments violates the free-enterprise system ? 

Mr. Lewis. I did not suggest that it did in relation to the accepted 
standard insurance companies themselves who are operating under 
specific statutes. Outside of the mutual insurance companies, which 
are more or less on the cooperative theme, the larger insurance com- 
panies are corporations operating for profit; building up huge re- 
serves; paying large amounts of administrative fees and commis- 
sions for the solicitation of insurance which is a very large item that 
never returns to the premium payers or the policyholders, which is 
not true in a collective-bargaining fund such as our own. 

The United Mine Workers welfare fund is not an insurance com- 
pany, per se. It does not solicit business. It does not compete with 
existing insurance organizations. It is merely an instrumentality set 
up by two parties, to wit, the contracting parties, for the mutual bene- 
fit of the individuals concerned in that industry, and incident to its 
successful and modern operation. It is a pay-as-you-go fund. It is 
not committed to the building up of huge reserves as are standard 
insurance companies, equal to the task of paying out the maximum 
insured value for the life expectancy of all of its policyholders. 

This fund is based on collective-bargaining relations in the coal 
mining industry. There will be no United Mine Workers welfare and 
retirement fund if some future Congress legislates labor unions out of 
existence. The fund will disappear. Or if the union dies of its own 
inefficiency, the fund will disappear. 

Mr. Gwinn. How does it disappear? There will be a tremendous 
fund left over there for 10, 20, 30, or 40 years to pay the benefits at 
the end of that time. 

Mr. Lewis. Not to such a great degree, I think, Congressman, be- 
cause with 1 million beneficiaries the equity in $130 million is not too 
overwhelming. 
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Mr. Ruoves. Would the gentleman yield for one question ? 

Mr. Lewis, you mentioned there are $130 million reserves in your 
fund. Did you mean reserves or did you mean total assets ? 

Mr. Lewis. I mean total assets. I did not mean reserves in the in- 
surance sense. 

Mr. Ruopes. Thank you. 

Mr. Lewis. It is merely an operating fund. That is not much more 
than a safe margin of operation to have moneys available for neces- 

sary purposes, considering the fluctuations of the industry. 

Mr. Ruopes. I was confused as to the use of the term, because you 
were talking about reserves here in the i insurance sense. 

Mr. Lewis. I did use the word “reserve” improperly there. 

Mr. Gwinn. It is more of a current operation; that is, current 
receipts and current expenses for claims in a given year. 

Mr. Lewis. That is right, and all available for those purposes, 
That is contrary to many of the insurance companies that have their 
reserves invested in fixed assets, some of which cannot be realized 
for 20 or 30 or 50 years. 

Mr. Gwinn. Quite apart from the violation of the fundamental 
principle, which I was certainly glad to hear you recite because we 
do not have the recitation of those principles too frequency down 
here, what objections would there be for this fund and the trustees 
under this fund to file under the proposed bill pending before this 
committee a disclosure of what you are actually doing? How would 
that injure your fund or the beneficiaries ? 

Mr. Lewis. It would be redundant. We already do it. We file 
with the Government full knowledge of the welfare fund. Those 
records are all available. 

Mr. Gwinn. You do that voluntarily, without any act? 

Mr. Lewis. The Taft-Hartley law requires certain reports to be 
made. Would you be interested in having me recite just what we do 
on reports of that character ? 

Mr. Gwinn. Yes. 

Mr. Lewis. With your permission, I will read from a statement I 
made to the Senate committee recently. Quoting myself in this state- 
ment before the Senate subcommittee : 

Right now, under present circumstances, I might just for a moment tell 
you some of the things necessary to be done by an operating welfare fund in 
relation to its operating methods and the filing of reports with agencies of 
Government. 

I have this memorandum from the financial department of our welfare fund, 
dated June 20, in connection with the matter of disclosure: 

“It is noted that many items have been and are now being reported to various 
Government agencies under existing law which, when put together, add up to 
considerable disclosure and u great deal of expense to the fund. 

“First, with respect to overall operations of the fund, each year we file a 
Federal income-tax return on form 1041. This form, among other things, calls 
for the amount of dividends and bond interest received, and contains the com- 
plete breakdown of administrative expenses of the fund. 

“In the past, in connection with applications for rulings on the tax status 
of the fund and the various benefits paid, we filed all kinds of documents and 
memorandums which outline in detail the nature of the fund, the type of 
benefits paid, general conditions of eligibility, and so forth. 

“These documents and memorandums give a detailed account of the opera- 
tion of the fund. 

“With respect to payments from the fund, each year we file with the Federal 
Government a form 1099 on each person who in the previous calendar year 
received $600 or more in pension payments. 
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“In addition we file a form 1099 on certain vendors to whom we have paid 
fees in excess of $600. These are mainly doctors and hospitals who have ren- 
dered services under our hospital and medical care benefits.” 

Interposing there, I might say that last year we employed 6,800 of those 
doctors at a gross expense of about $17 million. 

“For the calendar year 1956 we filed 65,658 forms or individual pieces of 
paper with the Government agencies,” each requiring a great deal of research, 
examination of records, and compilation of statistical totals. 

“With respect to salaries paid by the fund, each year we file with the Fed- 
eral Government a form W-2 on each employee. This form shows the name 
and address of each employee, the total paid the employee during the calendar 
year, and the amount of Federal income tax and social-security tax withheld 
from the employee’s pay. 

“In addition to the above, we file 17 quarterly reports on salary payments 
to various State and municipal jurisdictions, plus 17 annual reports on sub- 
stantially the same information.” 

That is the present disclosure practice of the United Mine Workers’ welfare 
fund—the fullest information. There is no fact withheld or not covered in 


those reports. 

Any fact relating to the welfare fund can be taken from those digested re- 
ports by any branch of Government. There could not be a wrongful financial 
transaction concealed from those reports. The expense of it is enormous. We 
have not undertaken to audit the expense—the annual expense now—but it runs 
to the employment of extensive personnel, and it runs to a total expense of 
printing, research, and clerical work that is astounding in relation to the mag- 


nitude of our fund. 
We employed last year about 6,800 doctors at a total expense of about $17 


million, all of which had to be covered, item by item, in these reports. Any 
moneys paid to anybody in the form of salaries, fees, bonuses, or specialized 
service in excess of $600 had to be completely broken down and reported. 

I might, just in passing, give you the effect of the New York law. 
I will come to that later, if you wish. 

That is what we do now. That information is available from the 
reports filed. They are comprehensive. That is public informa- 
tion. The Government may do what it wishes with those reports. 
I presume it is open to Congress and to other administrative agencies. 
If there is anything wrong with those reports, the information is 
available there for the Department of Justice or the various State 
agencies having to do with law enforcement to proceed. 

Up to about a year ago, prior to the investigation of welfare funds 
by Senator Douglas’ subcommittee in the Senate, the Department of 
Justice assumed that it did not have enough law to prosecute offend- 
ers against the criminal code having to do with welfare funds. Since 
that time, however, the Department of Justice has found plenty of 
law and, to some degree, has been proceeding with these prosecutions. 
As of June 24, 1957, it prosecuted cases that brought 105 convictions, 
with 61 cases awaiting trial. I have no information on the number 
of acquittals. 

So, there is plenty of law, plenty of reports, and there is too much 
expense now on the welfare fund, because every dollar of expense used 
administratively by the fund to make these reports is a dollar that 
is not received by the beneficiary, for whom it is intended. Any 
further legislative enactment would be redundant and unnecessary. 

Mr. Gwinn. Would you think, from your experience, that there 
isso much legislation, and it is so burdensome and expensive, that we 
ought to repeal some of this legislation that requires reports, or do 
you think these reports up to now are, quite generally, proper and 
nec peery { 

Mr. Lewis. I rarely hear of anything being repealed. My hopes 
had not advanced that far. 
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Mr. Gwinn. So you feel you have to be resigned to what there is? 

Mr. Lewis. If you are still interested, Congressman, I might give 
you the effect upon one of our organization subdivisions of the recent 
welfare enactment in the State of New York that went into effect I 
think about last September. Would you be interested in that? 

Mr. Gwinn. I would, and I think the committee would. 

Mr. Lewis. One of the United Mine Workers’ subdivisions hag 
local unions in the State of New York, and it tries to establish in each 
local union, in each industry, welfare protection as part of the con- 
tract arrangement between the employers and the union. I had them 
file with me a factual memorandum on the impact of the law passed 
by the State of New York on those local welfare funds. I will read the 
memorandum : 


The administration of the act— 


that is, the New York State Employee Welfare Fund Regulation Act, 
effective September 1, 1956— 


is under two State agencies: Employee welfare funds are under the super- 
intendent of insurance, and the employee pension funds are under the banking 
department. The law applies to such funds jointly founded and administered, 
excluding unilateral company funds. 

As of September 1, 1956, we had 79 district 50 type welfare funds and 6 such 
pension funds in effect in the State of New York. 

In compliance with the law, the following information was filed, prior to 
November 30, 1956, with the appropriate State agency : 

(a) Registration statement. 

(b) Plan, as amended to date. 

(c) Trust indenture or other instrument, as amended, appointing bank to act 
as trustee or agent. 

(d) Provisions from wage agreement relating to plan. 

(e) Latest financial statement. 

The following information was filed prior to March 1, 1957, with the appro- 
priate State agency, with information through December 31, 1956: 

(a) Annual report—six pages. 

(6) Annual statement—20 pages. 

(c) Supplement to annual statement (pension funds only). 

On or before June 1, 1957, a reproduction of the annual report, which was 
filed with the proper agency, was required to be mailed to each member covered 
by each welfare or pension fund. 

Since no administrative expense of any kind, except the fee of the corporate 
trustee in the case of the pension funds, is authorized or chargeable to such 
welfare or pension funds, the research department of the district was.assigned 
to prepare the appropriate number of all documents in each step of compliance, 
arrange for the execution and filing of such documents with the appropriate 
State agency, and provide copies for the companies, our regional offices and this 
office. 

The expense involved in the preparation of the reports, reproduction of docu 
ments, travel, postage, and time was absorbed by district 50. We did not ask 
the companies involved to share any part of this expense and none was paid 
from any such employee welfare fund. 

While we did not attempt to audit the above expense, we estimate it to be in 
excess of $16,000. 

The superintendent of insurance or of banks is required at least once in 
every 5-year period to examine the affairs of each such employee welfare fund, 
and the expense of such examination must be paid by the trustees or the com- 
mittee from each fund. The law requires also that the annual report, annual 
statement, and related information must be filed with the respective superin- 
tendent each year. 


The memorandum points out that the burden of spending so much 
money for the preparation of these increasing paper reports to New 
York gives us grave concern as to whether we can maintain some of 





re is? 
t give 
recent 
fTect I 
} 


is has 
1 each 
> con- 
them 
assed 
ad the 


n Act, 


super- 
anking 
stered, 


6 such 


rior to 


appro- 


‘h was 
overed 


‘porate 
0 such 
‘signed 
liance, 
»priate 
id this 


f docu 
10t ask 
is paid 


o be in 


nee in 
» fund, 
e com- 
annual 
uperin- 


much 
» New 
me of 


WELFARE AND PENSION FUND LEGISLATION 223 


these local welfare funds because of the expense and the fact that the 
amount of cost will reduce the amount of aid that can be given to 
beneficiaries and gradually break down confidence in the arrange- 
ment. I think that is largely true of the general aspects of the situ- 
ation. 

Mr. FrevincHuysen. Would the gentleman yield briefly for a ques- 
tion? With respect to the illustration you give about the New York 
statute, is it your feeling that State legislation such as that is also 
redundant and unnecessary ? 

Mr. Lewis. Well certainly, Congressman, there comes a time when 
the interests of ordinary business methods have to be defined as to 
which authority or which agency, the Federal Government or the 
State is going to preempt the field, because you certainly pile Ossa 
upon Olympus when you pass State laws and then enact Federal 
laws which create dual jeopardy and dual expense and compound 
confusion. 

The Federal Government, of course, may preempt this field or the 
Federal Government may leave it to the States to preempt the field, 
but surely in the interest of just ordinary business administration 
there should not be both putting these increasing burdens upon the 
attempts of these workers to operate these voluntary funds. 

Mr. Fre_incuvysen. I am sure the committee would be interested 
in your feelings about this question of preemption, but my question 
was, whether you feel there is no room for regulation either at the 
Federal or the State level in order to protect ba you call the free- 
enterprise system with respect to these funds or whether you think 
that there is a place for State legislation but not for Federal. 

Mr. Lewis. I submit, Congressman, that there is sufficient regula- 
tion now, as affecting the form and nature of these voluntary funds 
and these collective bargaining funds, and the voluntary associations 
of citizens wherever they may be found in our body politic. 

Mr. Fretincuuysen. As I understand, you do not object to the 
present disclosure, and you feel it is comprehensive enough. You 
do not object to the problem of legislation that would confine itself 
to disclosure as such, which of course is part of what we are consider- 
ing as legislation now. 

r. Lewis. I definitely disagree with those who have come before 
committees of Congress and ask for more legislation to have more and 
better and increased volume of disclosure. As a matter of fact we 
are suffering in some instances from too much disclosure now, and 
complete inaction upon the part of public officials in prosecuting the 
offenses which disclosure makes obvious. 

Mr. FrecincuuyseNn. Surely the question of corruption has not re- 
sulted from too much disclosure as to the information on these funds. 
It is lack of disclosure, in part, which may have created the oppor- 
tunities which have been disclosed about embezzlement and so on; is 
it not ? 

Mr. Lewis. I would not think that is true, because as a matter of 
fact the Department of Justice never paid any attention to it until 
last year. ‘These disclosures were made and have been made all the 
time. 

Now.they are finding this record that I have read to you here. 
They found it possible in the last year to secure 105 convictions. 





224 WELFARE AND PENSION FUND LEGISLATION 


Mr. Frenincuuysen. Are all those connected with union welfare 
funds, do you know, Mr. Lewis? 

Mr. Lewis. These are welfare cases 

Mr. Gwinn. Mr. Chairman, I must give way to my colleagues, J 
think that the witness might be interested in this fact t, as many of us 
were, that out of the 250 000 to 500,000 welfare funds actually oper. 
ating, there was a surprisingly small number of violations of the trust 
or pilfering brought out. Indeed, one of the big ones was not able 
to give us more than one rather petty illustration. So I have 
thought that was almost a Mei of news that there is better moral con- 
duct “here than we find generally, it seems to me. 

Mr. Lewis. I quite agree with you, Congressman Gwinn. It is in. 
finitesimal, and almost inconsequential in relation to the number 
involved. I think it would show up very well as against any appraisal 
of virtue with any other segment of the population. 

Mr. Gwinn. That is all, “Mr. Chairman. 

Chairman Barpen. Mr. Perkins. 

Mr. Perxins. Thank you, Mr. Chairman. I have nothing exce 
I certainly wish to compliment Mr. Lewis on his presentation. The 
district that I represent is certainly interested in this welfare- fund 
legislation, because Mr. Lewis’ union has established through collective 
bargaining agreements some five hospitals which the people i in that 
area appreciate. Those hospitals are some of the most modern in the 
Nation. Thatisall. 

Mr. Lewis. It might interest the Congressman to know that in those 
10 hospitals, 5 to which you allude plus the 5 others in that contiguous 
area, up to about 3 weeks ago some 5,000 infants had been brought into 
the world in these hospitals without the loss of a single mother— 
that in areas where the maternal mortality rate has been consistently 
more than 30 percent higher than in other sections of the country and 
the infant mortality rate has ben one-third greater. Prior to the 
erection of these hospitals one-third more of those babies would have 
died at birth. That was the statistical record of child mortality in 
those areas. 

I do not know who is capable of measuring the value of a human 
life, but that is what has happened in those hospitals, the reduction 

of infant and maternal mortality in those areas, which is basically 
prevalent to a greater degree than in any other section of the country. 
I do not know whether a future President of the United States ora 
future chairman of the House Committee on Education and Labor may 
not come from the ranks of those infants who did not die in our 
hospitals because of the welfare fund. 

Chairman Barpen. I am quite sure if 1 or 2 of them have the 
opportunity to be taught by you, Mr. Lewis, I do not think he will 
stop short of the Pr esidenc y. 

Mr. Lewis, you were discussing the number of forms and blanks 
and so forth that you have to file. I must say that labor orga 
izations are not the only ones being pestered by that process in “this 
country. Everybody is expecting somebody to walk into his place of 
business or on his farm, or in the office, and ask him if he has filed 
Report 1179 or some other report that he does not know anything 
about. I want to ask this: Now, you say that you file some 65,000 
pieces of paper. It has been my idea for some time that there ‘has 
been much more information filed with these departments than has 
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been used or put to any use at all, or even inspected or reviewed. It 
seems to me in listening to your recounting of the various depart- 
ments that if those departments would get to be on some little 
better speaking terms with each other, they would not have to dupli- 
cate so many reports. This is probably a terrible admission for me 
to make, but I did not know you had to file all of those reports, and I 
doubt if there is a living soul on this committee that knew. I have 
felt that after the filing of those searching reports with the Internal 
Revenue Department and those who file those reports that are required 
by law now with the Labor Department and with the Justice Depart- 
ment, that had the Justice Department had the will, it could have 
searched into many of these glaring wrongs that have now made so 
many headlines in the country. I wonder if you agree with me on 
that. 

Mr. Lewis. I agree completely in principle with what you say, Con- 

essman. I think if the Congressman or this committee can arrange 
for a little better line of open communication between some of our 
Government departments, and other Government departments sup- 
ported by the same taxpayers, I think it would be very constructive, 
indeed. The information is there. We have a multiplicity of admin- 
istrative organizations. I think it is quite true that the social ameni- 
ties and sometimes business amenities do not exist between some of 
these Government departments. They seem to meticulously conceal 
information, even from Congress at times. But the information is 
there now, and it will be redundance for the Congress to spend more 
time enacting more measures restrictive in character requiring more 
reports and the employment of more Government employees to find 
out what is in them, and then decline to tell anybody. 

Chairman Barpen. I wonder, Mr. Lewis, if you would agree with 
me that it might be wise for this segment of Congress to give a little 
concern to finding out what Congress has already done, and what the 
agencies created by Congress are doing, and are not doing, with what 
they have. 

Mr. Lewis. I agree completely. In November, 1955, I appeared be- 
fore the Senate subcommittee investigating welfare funds. My rec- 
ommendation at that time was the House of Representatives and the 
Senate of the United States enact a joint resolution petitioning the 
Department of Justice to enforce some of the laws previously enacted, 
with respect to welfare funds. 

Well, the joint resolution of course was never passed, but evidently 
the Department of Justice read the staetment because since that time 
they have been prosecuting various people, in the number and degree I 
have read into the record. That is all that is needed. If there are 
certain criminals about that are pilfering from these welfare funds, 
prosecute them. We have the law. We have the agencies. We have 
the information. It is just that simple. We do not, surely should not; 
ask these citizens represented in the administration of welfare funds 
to put in all their time writing on pieces of paper to send down to more 
Government agencies. We had 65,000 pieces of paper; each piece of 
paper requiring research; statistical tabulation and a great deal of 
reference and study by numerous people. That is a lot of paperwork. 
I suppose it takes a lot of taxpayers’ money on the receiving end of 
those papers in whatever Government organization they go to, to read 
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them, file them, research them, and then analyze them. So I suppose 
they never do get to the point ordinarily of coming to any conclusions 
about them. 

Chairman Barpen. Mr. Lewis, it is a little embarrassing for me to 
ask this after the announcement of the 65,000 forms, and I would not 
do it except for the fact that you have disclosed evidence of more 
study of the details of this than any other labor organization repre- 
sentative appearing before this committee. The majority of them 
want more legislation of almost. every kind that they recommend. 

But what I would like is this: Would you let some member of your 
staff give me a brief reference to the acts now existing on the books, 
and the administrative orders requiring reports? I do not know any 
other way I could find it unless I were to set up or borrow some of Mr. 
Hoover’s FBI men, and then they may have bridles on them before 
we get through. 

Mr. Lewis. We would be delighted, Mr. Chairman, to aid you in 
any way we can. 

Chairman Barpen. I would appreciate it. I think that you can look 
at the faces of these members and know that you are telling them 
something that is entirely new. I would like to have that, and I say 
it is a little embarrassing. 

Mr. Lewis. We will do our best to cooperate with you on that. 

Chairman Barven. But this Government is very big and ambitious 
to grow larger, I feel. 

Mr. Holt. 

Mr. Horr. Mr. Lewis, I am from California, and I happen to have 
had a personal experience with your welfare fund there and in Con- 
gressman Gray’s district in and around the St. Louis district, as well, 
and I want to compliment you on it being very well operated. There 
is a private hospital you use and private doctors, and it is very well 
run. But isn’t your fund quite different than the majority of these 
250,000 to 500,000 we are talking about? Do you not find that true in 
your investigation, that your type of setup is much different ? 

Mr. Lewis. If you mean that it is an improved version of a wel- 
fare fund, I will agree with you. 

Mr. Hott. I think it is very well run. It is very well admin- 
istered. 

Mr. Lewis. Congressman, you will have to understand that this 
fund was the first major breakthrough of the opposition of the em- 
ployers of the country, and of the Government, I might say, and 
since the negotiation of this particular fund which I represent there 
have been negotiated in the American economic establishment thou- 
sands of such funds of greater or lesser magnitude, sometimes local 
in character and sometimes covering segments of industry. But 
the strength of those unions in negotiating complete instruments in 
many cases was not as great or as effective as the strength of the 
United Mine Workers in the coal industry. So they should not be 
criticized because their fund is not yet up to the standard of efficiency 
of the United Mine Workers of America fund. This whole enter- 
ene is new. I think the Secretary of Labor or someone came down 

ere and told you there were about 75 million potential beneficiaries 
of welfare funds now existing in the country. Seventy-five million 
is a big segment of our total population, of the adult population, and 
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those who are less than adults. We have to have a little time to per- 
fect these things. This is a new field. We do not approach perfec- 
tion in a day. ; 

Mr. Hotr. I am well aware of that, but my point—or my question— 
is this: As I understand it, you do not deal with private carriers of 
insurance in your fund, do you? 

Mr. Lewis. No. 

Mr. Horr. But do not the majority of funds we are talking about 
deal with private carriers? 

Mr. Lewis. They may, until they learn better. 

Mr. Horr. Unfortunately, I have some pretty young constituents 
who can lose a lot of money who belong to unions and have been 
taken advantage of as far as those salaries are concerned while we 
are waiting for folks to catch up with your plan and the way it is 
operating. 

Mr. Lewis. Everyone knows that in certain types of insurance, 
the insurance company pays commissions. Everyone knows it takes 
from 17 to 35 percent of their total premiums paid to pay the ad- 
ministrative expenses. Everyone knows that insurance companies 
are trying to put anywhere from 5 to 9 percent in reserves. From 
a national standpoint, while I have not checked the figures for the 
last year or two, it is a reasonable hypothesis that the premium fay- 
ers or holders of insurance policies in this country never get back 
more than 52 percent of their dollar. The other 48 cents of their 
dollar goes into administrative expense, reserves, commissions, em- 
plovment of lawyers, and what not. 

That is not true of our welfare funds. It will not be true of these 
other welfare funds if they learn how to avoid some of these insur- 
ance solicitors who want to grease their palms to get a little business. 
All sin is not merely on the part of the lone individual in a locality 
who becomes the victim of the guiles of an insurance agent. I think 
sometimes we ought to take a look at the insurance companies. 

Mr. Hott. I am in the insurance business, Mr. Lewis, and so is 
Mr. Roosevelt. We have before us in a row here three men in the 
insurance business. 

Mr. Lewis. I might just say that one insurance company offered to 
administer the fund’s pension plan for the payment of pensions. We 
have about 62,000 or 63,000 pensioners on the rolls at the present time. 
This insurance company offered to take that all off our hands, do all 
of the work, pay the money; all we had to do was pay them the gross 
charges. But they wanted $8 million a year more for doing it than 
it costs us now. That is just $8 million, but we thought that was 
important enough to save. 

Mr. Horr. Mr. Lewis, that is my point. Some of these deals that 
are made with the insurance companies on behalf of the unions may 
be the 11 Western States, or something; the employee is not given the 
very best insurance he could get. For instance, in investigating one 
of the funds several years ago we found that the loss ratio was so high 
that the administrative setup set up by the trustees to administer the 
fund, and the insurance company themselves, processed 9,000 claims 
without even bothering to pass them on through, and without bother- 
ing to investigate them, because they had such a high loss ratio. They 
could have cut that loss ratio and given more insurance and better 
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insurance to the insured employee. That is my point, the point you 
brought up, that it cost $8 million more to administer this fund you 
are talking about. But ‘how do we protect these people until they 
grow into what you folks have today, and until union members tale 
the interest or they have the kind of a constitution you have? 

Mr. Lewis. That is the duty of their union to protect them. 

Mr. Horr. Many of these union members, upon investigation, Mr. 
Lewis, cannot even get a report of their union welfare-fund activities, 

Mr. Lewis. That is the duty of their union, and if their union does 
not function to protect them, they ought to do something about it. 
That is freedom in America. That is confidence in self- government 
and free enterprise, and the liberty of individuals under our form of 
government. We may have, shall T say, a tow nship trustee somewhere 
who does not protect the interests of his constituency in that town- 
ship sufficiently, although he promised to do so in the election cam- 
paign. What do we do about it? Do we enact a special law about 
it? No. We say it is up to the people in that township to select the 
men to represent them honestly. That is what these organizations 
are for—to see that these welfare funds, where they are established 
are operated efficiently and honestly. We need no law for that kind 
of a situation. Oppress the taxpayers with another tax burden, set 
up another subdivision of Government with 10,000 employees, which 
will rise in a short time to 15,000 because the bureaucratic head of it is 
ambitious socially in Washington ? 

Mr. Horr. I could not agree with you more. I want to get back to 
my question. I think yours is so well run, it has been running so lon 
and I know yours is well run, and I have had personal experience with 
it, but I found others that are not well run. I have an obligation to 
protect these people I represent in Congress. Now, take, for example, 
a fellow who works in my district and ‘belongs to a union and he gets 
involved in an 11-State contract or 11-Western State contract, indus- 
trywide, and he is protected by an insurance plan bought in the State 
of Washington. We have had a man from Washington here, and they 
do not have enough money to audit the books of “all of these funds 
that they have in ‘the State of W ashington. How does that man liv- 
ing in my district get protected? We do not have a law yet in the 
State of California. He cannot throw out the union leaders, and 
if he goes to a meeting, he cannot start raising a ruckus. He will have 
difficulties. There is a topheavy overhead administrative setup, Mr. 
Lewis, where money is wasted and I have looked into these very care- 
fully, and they are not the kind of administrative setup you have. 

Mr. Lewts. He has the same privilege as any man in the Republican 
Party if he does not like his Congressman, does he not? All he has to 
do is to go to work on it. 

Mr. Horr. I like to think there is a little more freedom in the Re- 
publican Party than some of these meetings I have been to. But 
seriously, you get my point. I do not want any more laws, and I 
think we are treading on a very dangerous field, and I do not want to 
do it. But I have also discovered in my own town of Los Angeles, 
where these administrative setups by some of these unions waste a lot 
of money. They have large cash deposits around and they have feath- 
erbedded the payroll, and they are in collusion with the insurance 
companies, and my people are not getting the very best protection. 
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They cannot get the kind of hospital treatment that your people are 
tting, and they are not building hospitals like you are doing, and 
Cw do I protect these people? Do I wait 25 years or 10 years? 

Mr. Lewis. Tell them to join the United Mine Workers. We will 
hold the light for them. 

Mr. Horr. There are a couple of people out there that I would like 
to tell to join the United Mine Workers, and I think they would be 
better off with the philosophy you have expressed here today. 

Mr. Lewis. Congressman, if I were you, I would just encourage 
them to keep on, and try to get some officers who will protect them. 
The democratic process, out there, will take care of them. That is the 
only thing we have to rely on here. We cannot pass a law every time 
there is a crooked business agent or a crooked insurance agent. 

Mr. Hott. Well, the State laws might take care of it, and they are 
beginning. You have a point, because the States are beginning to 
have some kind of laws, and our own State of California has one u 
for the Governor’s signature now that will help quite a bit. But 
still think we have a basic problem, and I do not see any harm in 
public disclosure. 

I am amazed, as is our chairman, and I think you have sufficiently 
educated the committee today about these hundred-and-some-odd 
Justice Department cases. I surely want to have a close look at that, 
and I hope we can have the folks from the Justice Department here 
to look into it. I think it is very interesting. I will not take any 
more of your time, but I am in basic disagreement, not in fundamen- 
tal disagreement with you, but I think something has to be done that 
will get the Government not into too much of this business, but to 
protect some of these folks. Many of the people I represent, and 
many of the folks I hear from have no way of finding out what kind 
of a fund or program they have. That concerns me greatly. But 
once again I want to thank you very much for coming up here 
today. I have enjoyed your testimony very much. 

Mr. Lewis. Thank you, Congressman. May I add just one word? 

Mr. Horr. Youcan have the last word. 

Mr. Lewis. No, I will yield to you on that. 

Mr. Hott. No, you go ahead, sir. 

Mr. Lewis. The Taft-Hartley Act provides for an annual audit 
available to interested parties enforceable by civil and criminal pro- 
cedures. What isthe matter out in your State ? 

Mr. Hour. I could not hear that, Mr. Lewis. 

Mr. Lewis. The Taft-Hartley Act provides for annual audits avail- 
able to interested parties, enforceable by civil and criminal provisions. 
Why can you not have some of that out in California ? 

Mr. Horr. That#s just pension funds, forempthing, and not welfare 
funds, as I understand it, and also it is not publicly disclosed at this 
time. 

Mr. Lewis. They are all interwoven. If you get the pension records, 
you have the welfare records on the local union. They file their 
reports, it covers it all. 

Mr. Horr. I think the Taft-Hartley, as I recall it, covers just union 
funds, and neither pension nor welfare funds. 

Mr. Hopkins. Would you mind an interruption just for the Con- 
gressman’s benefit ? 
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Mr. Hott. May I ask who you are? 

Mr. Lewis. This is Mr. Welly Hopkins, senior counsel of the 
United Mine Workers and an expert on that question, if you will 
permit it. 

Mr. Horxrns. I trust you will pardon the interruption, Mr..Lewis, 
Mr. Congressman, and Mr. Chairman. It was merely to say to the 
Congressman that I think a rereading of the Taft-Hartley statute, 
section 302, subdivisions (d) and (e), ‘would put at rest the question 
the Congressman had as to the coverage by those two subdivisions of 
the criminal and civil remedies available presently under the law, no, 
only as to pension funds, but to all welfare funds as such. 

Briefly, sir, it says any person who willfully violates any of the 
provisions of this section, that section dealing with all welfare funds, 
shall be guilty, punishe abie by a year in jail or $10,000 fine. 

Subdivision (e) gives affirmative and clear jurisdiction to all district 
courts of the United States, the power of injunction to restrain viola- 
tions of this section, or any section or portion of that section, of 
any fund. 

Without intending to belabor the point too far, we could refer the 
Congressman to the fact that on the 7th d: ay of June of this year, 
Judge Byers, in the Eastern District Federal Court of the State of 
New York, invoked subsection 301 (e) to protect an individual member 
of a labor union, local 138 of the Operating Engineers, who wanted a 
copy of the audit of the fund examined by accountants and attorneys, 
his union undertook to restrain him from it or deprive him of member. 
ship, and Judge Byers invoked section 301 (e) affirmatively and issued 
a restraining order, and an injunction as against such attempt which is 
even to broaden twice fold the original purpose and the jurisdiction 
there implied in that section. Inc ‘ident: ally, that suspends all provi- 
sions of the Norris-LaGuardia Act, to the contrary notwithstanding. 

Mr. Hour. I want to thank you, Mr. Hopkins, for your contribution. 

Chairman Barven. Might I ask you one question ‘right in that con- 
nection, please? Mr. Hopkins, as I recall it, that is the section which 
requires that these full reports be filed with the Secretary of Labor! 

Mr. Hopkins. No, sir: that is another section of the statute, 9 (f) 
and (g). 

Chairman Barpen. Will you turn to that section, please / 

Mr. Hopkins. I think I can in just a second. I think it is 9 (f) 
and (g), Mr. Congressman. Yes. I find it on page 27 of the original 
conference committee print of the House bill on May 30, 1947. 

Chairman Barpven. Would you read that, please / 

Mr. Hopkins (reading) : 

No investigation shall be made by the Board, thst is the NLRB, of any 
question affecting commerce concerning the representation of employees, raised 
by a labor organization under subsection (c) of this section, no petition under 
section 9 (e)-1, shall be entertained and no complaint shall be issued pursuant 
to a charge made by a labor organization under subsection (b) of section 10, 
unless such labor organization and any national or international organization 
is an affiliate or constituent unit (A) and shall have prior thereto filed with the 
Secretary of Labor copies of its constitution and bylaws and a report, in such 
form as the Secretary may prescribe, showing— 
and then it sets out 2 pages of detail which I can read to the Con- 
gressman if he desires. 

Chairman Barpen. No, I do not care to have the details. But some 
time ago, I had something to say about those reports, and the Secre- 
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tary of Labor took the position that they were secret reports and not 
available to the public. However, of course, the law does not place 
any such restriction on them, but there was a Labor Department order 
which said that it could be furnished to the individual member, I be- 
lieve, requesting it, and then to the chairman of the House Committee 
on Education and Labor, he could request it and give it to all 435 
House Members, and the chairman of the Committee on Education 
and Labor in the Senate could request it for the Senators, and then 
there were other people that could have it. 

I could not for the life of me understand why he took the position 
that it was secret and not open for the public when he was going to 
let me give it to 485 Members of Congress who are not altogether 
averse to talking a little bit. 

Mr. Hopkins. Mr. Congressman, there is certainly no affirmative 
prohibition as against the use of such reports, but it illustrates, it 
seems to me, your general point of departmental interpretation based 
upon the statute that can go on forever, and increasingly so. 

Chairman Barpen. I heard Mr, Lewis say that these were open to 
the public, and you in effect say so. 

r. Hopkins. There is no prohibition; it may be a departmental 
interpretation. 

Chairman Barpen. At least I am glad to have two on my side. 

Mr. Ruopes. Mr. Hopkins, is it not true, however, that there is 
some part of the legislative history of this act, which the Department 
decided provided that it could not make these reports public? 

Mr. Hopkins. There may be a Board decision, or an interpretation 
of the statute that the Secretary of Labor or others may be applying, 
or their own interpretation. I merely say that there is no affirmative 
prohibition in the statute. 

Mr. Ruopes. For your information, the Secretary of Labor found 
in the legislative history of this particular act several statements on 
the part of Members of the other body which indicated to him that it 
was not the congressional intent that these reports be made public, 
which is the reason for the controversy which has been going on. 

Mr. Hopkins. That has nothing to do with welfare-fund reports, 
because section 302 itself provides for the annual audit, and 302 (c) 
or (e), as I have indicated, is enforcible by the injunctive process 
in the courts having jurisdiction. The courts having jurisdiction will 
invoke that jurisdiction to force the disclosure through an audit at 
the behest of an individual interested member of a labor umion having 
a welfare fund. 

Chairman Barpen. Right at that point, let me say this, Mr. Lewis, 
that he certainly could never with a search warrant or a spyglass find 
any legislative history that would back up the order issued by the 
Secretary of Labor making it public to a part of the United States 
of America, and not to all. 

Now, so far as legislative history is concerned, you will find ample 
and much more legislative history supporting the desire for publicity 
being given than you will otherwise, and I cannot refrain from ex- 
pressing my own private opinion about it. 

Chairman Barpen. That is this, the Secretary of Labor, neither 
Schwellenbach nor the present Secretary of Labor, wanted to make it 
public, because he had been told it was not a good idea to make it 


public. 
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Now, they went to great length to keep from doing that, but they 
used that same precedent established by the House passing one thing 
and the Senate knocking it out or passing a different thing, and the 
conferees coming up with the law as it is now written. They say that 
is the green light when they want it. I simply say this, because Mr, 
Lewis has been operating under the theory, and so stated, that these 
reports filed with Government agencies were open to the world if they 
wanted to see them. If it had been open, I do not think that we would 
have as many difficulties as we have now. 

Mr. Ruopes. Mr. Holt has the floor and he has agreed to yield to me, 

Mr. Chairman, I don’t know what Secretary Schwellenbach jp- 
tended at all, but I think it is perfectly obvious that Secretary Mit- 
chell is a man who feels that he does not have the legal authority to 
disclose what is in these reports, and he has demonstrated the faet 
he is willing to disclose them by coming up here and asking Congress 
for legislation to allow him to do it. ; 

Chairman Barpen. Under rules and regulations made by him, and 
I will never agree to that. 

Mr. Ruopes. If Congress is going to get in a position of makin 
rules and regulations, we had better change the Constitution and 
do away with the executive branch. 

Chairman Barpen. I will never leave it at his discretion any more, 
if I have anything to do with it. 

Mr. Ruopes. All I am pointing out is that there is a reasonable 
ground for difference of opinion here, and I don’t like to see the chair- 
man put the committee or the witness in the position of saying that 
he is absolutely right and somebody else is completely wrong, when 
I am satisfied that there is some ground for difference of opinion. 

Chairman Barpen. Now, just let me say that we left Mr. Lewis 
out of this, and this is Mr. Hopkins and myself and you. 

Mr. Ruopes. That is right. I gathered Mr. Hopkins is now in the 
position of being a witness since he has testified before the committee. 

Chairman Barpen. Yes, he is, if he wants to be. 

Mr. Tuompson. Does the United Mine Workers, Mr. Lewis, file these 
reports with the Labor Department? It is my understanding that 
they are not compulsory, that they are only a qualification for using 
the National Labor Relations Board. 

Mr. Horxrins. The sections referred to, Mr. Lewis, are those that are 
applicable to a labor organization who is desirous of invoking the so- 
called benefits of the Board, and the so-called Taft-Hartley Act. The 
Mine Workers are in a nonconforming status as to those. 

Mr. Tuompson. And they do not file these reports with the Depart 
ment of Labor? 

Mr. Horxrns. No, sir, because the welfare fund, however, Mr. Con- 
gressinan, is entirely a different matter, and it makes the full disclosure 
by the annual audit, as Mr. Lewis has described here, and under vari- 
ous other sections of the tax laws and other statutes filed numerous 
reports to which he has referred. 

Mr. Tuompson. I make this point simply to display that even if all 
of these things were available, perhaps since nonconforming organiza- 
tions do not file them, we could not tell anything from having all of 
them available about all of the organizations. 
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Mr. Lewis. I might point out that the reports we made are the 
reports I enumerated here, and they were actually made by the welfare 
fund. 

Mr. Txompson. I have no criticism and I imply none, and I have 
nothing but admiration for the way you run it. I might suggest that 
for instance, you referred to W-2 forms, and so on, and there is no wa 
to correlate them with the operation of a welfare or pension fund. 
They go to the Treasury Department, the collector of internal revenue, 
and they are withholding tax forms. 

Mr. Lewis. They are made by the welfare fund. 

Mr. THompson. Yes, they are made by the welfare fund, but my 
point is that it would be extremely difficult, if not impossible, to relate 
them to the operations of the fund, once they got down here. 

Mr. Lewis. It is entirely within the province of Government and 
administrative policy on it. 

Mr. TuHomrson. I would think that is possible, yes. 

Mr. Hotr. I will yield briefly to Mr. Wainwright, and then I want 
to finish. 

Chairman Barpen. I will get to Mr. Wainwright. 

Mr. Warinwricut. It is right on this point that Mr. Thompson is 
raising. The figure of 250,000 to 500,000 has been used here today, 
and as Mr. Thompson and Mr. Holt point out, many of the beneficiaries 
of the 250,000 to 500,000 would not qualify under the existing statute, 
either because they don’t want to use the benefits of the Taft-Hartley 
law, or for some other reason, and it is those people that a good deal 
of this legislation would affect. I wondered what your views on that 
would be, sir. 

Mr. Lewis. I have no knowledge that any great number of them are 
disqualified to use that legislation. 

Mr. Horr. I want to thank you once again, and I just made one 
mistake. I let you have the last word, and you see what happened. 

Chairman Barpen. Mr. Wier. 

Mr. Wier. I want again to pay my tributes to a great leader. I 
think his position today on this legislation demonstrates great. sound- 
ness and great qualities. Your efforts on behalf of the working people 
of this Nation, and the wage earners of this Nation have time and 
again demonstrated the great qualities for which you are honored 
in the labor movement today. 

Mr. Lewis. Thank you. 

Chairman Barpen. Mr. Rhodes. 

Mr. Lewis. 

Mr. Ruopves. Mr. Lewis, I am certainly pleased with your state- 
ment and pleased after 5 years in this body to have the opportunity 
to see you. I have certainly heard about you for many years, and 
I might say that all of my expectations have been more than justified 
in the fine statement which you have made. 

Mr. Lewis. Thank you. 

Mr. Ruoves. I would like to ask a few questions, concerning the 
operation of your fund as it affects the individual who migh* be the 
beneficiary, or the worker. In the first place, does the worker have 
any vested right in the welfare or the pension fund? If he leaves 
employment or leaves the union, does he take any part of it with him 
or does he retain any right to benefits after the term nation of his 
employment ? 
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Mr. Lewis. There is no vested right. He takes no privileges with 
him if he leaves the industry. He has to be employed by a signatory 
to the national bituminous coal wage agreement in order to qualify 
for the benefits. 

Mr. Ruopes. In the colloquy concerning the operation in the State 
of New York, you mentioned that there were various funds which 
had to make separ: ate reports. How is the United Mine Workers wel- 
fare fund constituted? Does each separate signatory or each separate 
collective bargaining agreement give rise to a separate welfare and 
pension fund ? 

Mr. Lewis. No, the coal industry is unique in that all of the in- 
dustry whose operators are signatory to the collective-bargaining 
agreements in the industry, called the national bituminous coal wage 
agreements, their employees are blanketed in under the arrangement, 
and each company merely becomes one unit of this arrangement. 
Employees of these signatory operators are available and entitled 
to all the benefits of the fund, as characterized by their employment. 

Mr. Ruopes. There is no more benefit going to an individual who 
has worked 20 years than one who has worked 2 years? Each is equal 
as far as the benefits to which he is entitled ? 

Mr. Lewis. Yes. When he works 20 years, he is available for a 
pension if he is old enough. 

Mr. Ruopes. I am speakin of the welfare side. 

Mr. Lewis. Then he may leave the industry and go where he will 
if the pension has been awarded to him. 

Mr. Ruopes. As far as the pension fund is concerned, there is no 
vested right ? 

Mr. Lewis. A pensioner gets his hospitalization the same as any 
other member. 

Mr. Ruopes. Even though he has left the industry ? 

Mr. Lewis. That is right. 

Mr. Ruopes. What are the levels of benefits in the welfare fund of 
the United Mine Workers? To what is the worker entitled under the 
welfare fund? I realize that that may take a long answer, and it 
might be better, Mr. Chairman, if we could include at this point in 
the record, if it is available, a "schedule of benefits which would be 
a NT to an average beneficiary. 

fr. Lewis. I do not know that we have that here this morning. 

Mr. Ruopes. May I ask unanimous consent that it be submitted 
later, and included at this point in the record ¢ 

Mr. Lewis. I will be very glad to furnish that, Mr. Chairman. 

Chairman Barpen. All right, that will be done. 

(The information referred to follows:) 

UNITED MINE WorRKERS OF AMERICA, 
WELFARE AND RETIREMENT FUND, 


Washington, D. C., July 12, 1957. 
Hon. GRAHAM A. BARDEN, 


Chairman, Committee on Education and Labor, House of Representatives, 
Congress of the United States, Washington, D. C. 

My Dear Mr. CHAIRMAN: Mr. Lewis has asked me to send you the schedule of 
trust fund benefits presently in effect, as requested at your committee hearing 
last Tuesday, July 9. 

Trusting the enclosed statement gives the desired information, I am 

Very sincerely yours, 
JOSEPHINE RocHeE, 
Director, UMWA Welfare and Retirement Fund. 
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SCHEDULE OF BENEFITS OF THE UNITED MINE WoRKERS OF AMERICA WELFARE AND 
ReTIREMENT FUND IN EFFECT AS OF JULY 9, 1957 







PENSION BENEFITS 












Pension benefits of $100 per month are authorized for miners found by the 
Trust Fund to meet all eligibility requirements of the trustees. The major 
eligibility requirements governing authorization of pensions require proof that 
the applicant is 60 years of age or over, that he has completed 20 years of service 
in a classified job in the coal industry within the 30 years immediately preceding 
the date of his application, that he retired after May 29, 1946, the date the first 
fund was established, following regular employment in a classified job in the 
mine of an operator signatory to the agreement, and that he was regularly em- 
ployed in a classified job in the coal industry immediately prior to the date the 
first fund was established. 














HOSPITAL AND MEDICAL CARE BENEFITS 






Eligibility coverage for hospital and medical care benefits includes all miners 
who are employed in a classified job of a signatory operator in the bituminous 
coal industry, their wives, their children up to 18 years of age, or up to 21 if 
incapacitated, the fathers and mothers of such miners or their wives if living with 
and being supported by the miner, widows of miners during the period they 
receive survivors benefits, trust fund pensioners and their dependents except for 
such periods as the pensioner may be employed outside the coal industry, and 
unemployed miners whose last employment was in the mine of a signatory 
operator subsequent to May 29, 1946, and their eligible dependents. Beneficiaries 
thus found eligible by the trust fund are issued a fund eligibility card through 
which they may obtain in hospitals and by physicians with whom the trust fund’s 
medical service has made satisfactory arrangements hospitalization for whatever 
period of time is medically necessary and medical care during hospitalization, 
services of specialists for diagnosis and treatment, and certain costly drugs for 
home use under supervision of a physician, and rehabilitation services in special 
centers if severely handicapped. 


















WIDOWS AND SURVIVORS BENEFITS 





Funeral expense benefits of $350 and widows and survivors benefits of $650 
are authorized for miners’ widows and dependent survivors who are found to 
meet all the eligibility requirements of the trustees. Payment of the $350 fu- 
neral expense benefit is made immediately upon approval of the application ; 
payment of the $650 widows and survivors benefit is made at $50 a month for 
11 months with a $100 payment for the 12th or last month. 











MINE DISASTER BENEFITS 






Mine disaster benefits are authorized in small amounts to provide whatever 
immediate financial aid a fund representative finds is required by families of 
miners employed by signatory operators who are killed or seriously injured in 
mine disasters. 

All trust fund benefits are subject to revision, amendment, or termination by 
the trustees in their discretion. 

Mr. Lewis. I have here the report for the year ending June 30, 1956, 
which is voluminous and detailed in nature, and it may have some of 
the information you wish. I can give this to you, personally, and 
you can look it over. We will be glad to file, however, a schedule of 
the benefits. 

Chairman Barpen. Are they incorporated in there, Mr. Lewis? 
If they are, we can incorporate it in the report. 

Mr. Lewis. Excuse me while I find out. 

Josephine Roche, who is the director of the fund, advises me that 
they are in the report. 

Mr. Ruopes. Mr. Lewis, does every member get one of these, every 
member of the United Mine Workers ? 

94914—58——16 
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Mr. Lewis. Not every member; that would break the fund. 

Mr. Ruopes. I imagine it is rather an expensive booklet. 

Mr. Lewis. But it is published, and we go to great effort to give 
it the widest possible circulation; libraries, schools, and members of 
Congress. Each Member of Congress gets one annually, and I begin 
to suspect that maybe one or two have not read them. The report is 
printed in the United Mine Workers of America Journal, which is 
the official organ of the United Mine Workers and goes to all members 
without cost. It is not a subscription thing, and so it goes to all mem. 
bers. 

The report receives the widest possible circulation. 

Mr. Ruopes. If any member of any local decided he would like to 
ask some questions concerning the welfare or pension fund, and wrote 
to the headquarters of the fund, he probably would receive a courteous 
answer with the information he requested, would he not ? 

Mr. Lewis. I can assure you, Congressman, beyond peradventure 
that he would receive a courteous reply. I might point out to you that 
Miss Roche handles monthly with her able assistants in the fund from 
200,000 to 250,000 pieces of mail a month, which is quite some corre- 
spondence. 

Mr. Ruopes. It is a tremendous volume. In the handling of the 
investments of the fund, I presume that the investments are diversi- 
fied, and with $130 million to invest you probably run the gamut from 
real-estate mortgages to common stocks and bonds and any other in- 
vestment that might be available and which might be sound. 

Mr. Lewis. I would not think that we go that far. The investment 
policy is rather austere and bare-boned, as I have said before, confined 
substantially to Government securities and a limited number of com- 
mon stocks authorized for investment by charitable trusts and legalized 
in the District of Columbia. 

Mr. Ruopes. You have an affinity for bank stocks, as I recall. 

Mr. Lewis. I have read that, but I have never seen it confirmed. 

Mr. Ruoves. The problem we are trying to solve here—— 

Mr. Lewis. While you are on bank stocks, just suspecting your not 
sinister, but obvious motives, I may say for the record, coldly and 
clearly and calmly and looking straight at your distinguished chair- 
man, that the United Mine Workers welfare and retirement fund, in 
all of its portfolio, does not possess any bank stocks. So let us hope 
that ghost is laid for the moment. 

Chairman Barpen. Mr. Lewis, we are not going to ask you about 
any other investments that you might have. 

Mr. Lewis. I will be glad to tell you what is in the fund, Government 
securities and a limited amount, I think about 105,000 shares. more 
or less, of public utility stocks, all on the legal preferred list of the 
District of Columbia. I think that about covers it. It is an ultra- 
conservative policy as affecting the welfare fund. Every commercial 
and business investment risk is eliminated, insofar as we can do it. 

I might say to you that the yield on those investments was 4.7 per- 
cent per annum, which represents fair judgment in the management of 
those kinds of investments. 

Mr. Ruopes. If all of the funds were operated the way yours 
apparently is, this committee would probably not be considering this 
kind of legislation today. However, as has been pointed out here, 
we are in the position of not necessarily legislating for the best funds 


to give 
bers of 
L begin 
port is 
hich is 
embers 
| mem- 


like to 
wrote 
irteous 


enture 
u that 
| from 
corre- 


of the 
iVersi- 

from 
er in- 


tment 
ifined 

com- 
ulized 


rmed, 


Tr not 
- and 
hair. 
id, in 
hope 


bout 


ment 
more 
F the 
Itra- 
rcial 
o it. 
per- 
it of 


ours 
this 
ere, 
inds 


WELFARE AND PENSION FUND LEGISLATION 237 


or even the medium well-operated funds, but for some of those which 
by their actions been guilty of not safeguarding the investment of 
the employees. I regard contributions taken out of the pay of an 
employee to be an investment on his part. ' 

We have a rather large field of funds which are so-called unilateral 
funds, where the employer is in complete charge of the fund, and the 
employee or the union has very little to do with it. Do you think in 
such situations as that, that there is some room for governmental 
inspection, either at the Federal or the State level ? , 

Mr. Lewis. Only in the event you decide to enact further legisla- 
tion, in which event I would say that by all means it should take in all 
of these funds. 

Mr. Ruopes. We have no desire to interfere with the collective 
bargaining process, but it does seem that there may be a field here, 
and maybe it is just in the field of better disclosure, in which some 
echelon of the Government should become a little bit more interested 
than we have been in the past. You would have no objection to mak- 
ing public the reports which we now receive through the Taft-Hartley 
law operation, would you ? 

Mr. Lewis. Oh, no. We assunied that is why Congress enacted 
those provisions, that they would be available to the public. 

Mr. Ruopes. That is all. 

Chairman Barpen. Mr. Bailey. 

Mr. Battey. Mr, Chairman, coming from a State that produces 
more bituminous coal than any other State in the Union, let me 
assure you that the name of the distinguished witness has been a 
household word in every household in the State of West Virginia 
since he became president of the mine workers organization in 1919. 
Those were bitterly fought days for labor to assert its rights and to 
gain recognition. 

Mr. Lewis was either loved or hated intensely and his great work in 
the field of this welfare fund that we are discussing today has won 
him the admiration of most of the people of West Virginia. Even 
his enemies have joined him to the extent that our State university 
only last month honored him by giving him a degree of doctor of 
laws. 

I am sure after listening to his testimony today, you will agree with 
me that the board of directors of the State university did not make 
a mistake in so honoring the gentleman. He has demonstrated his 
knowledge of the laws, particularly the labor laws, and I think his 
knowledge goes into other fields as well. 

We are proud of the gentleman, and I personally am proud to see 
that his presentation today has impressed my fellow members of this 
committee that everything is all right so far as the welfare fund of 
the United Mine Workers is concerned. I want to congratulate the 
gentleman. 

We have learned in West Virginia that he is a gentleman of the 
createst integrity and he is a man who has devoted his life to the 
welfare of the working people, and if for no other reason the fact 
that he has instituted the welfare fund and the wonderful work he 
has done in erecting hospitals in the State and rehabilitating injured 
miners, we will always continue to love him in West Virginia and 
we hope he can continue to function as president of the United Mine 
Workers for many years to come. 
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Mr. Lewis. Thank you, Congressman. 

Chairman Barpen. Mr. Wainwright? 

Mr. Watnwricnt. Mr. Lewis, I wondered whether you felt that the 
regulations and laws that were enacted some 25 a ago, the SEC 
Act of 1933, and the Exchange Act of 1934, which are essentially 
disclosure statutes and those were designed at that time to protect 
stockholders from corporations that may not have given adequate 
information or abused the funds of stockholders, whether you felt 
that that type of disclosure statute was still necessary ¢ 

Mr. Lewis. You mean in those areas, or in welfare fund areas? 

Mr. Warnwetcut. In those areas. 

Mr. Lewis. Well, I would have to refresh my recollection on some 
of those things before I could answer intelligently, as affecting the 
rights of stockholders, and minority stockholders and access to cor- 
poration information and the operation of the Securities and Ex- 
change Commission. I do not think that I am qualified to go into 
that field this morning. 

Mr. Warnwricut. Well, let me ask a similar question. Mr. Lewis, 
how do you feel that the type of legislation offered by my colleague, 
Mr. Firdingluayeen here, essentially disclosure-type statute, is a puni- 
tive statute, which I believe was the language that you used? 

Mr. Lewis. I think any time you put extra expense on these volun- 
tary welfare funds and the beneficiaries, it is punitive. I read you 
the memorandum as affecting our 79 welfare funds and 6 pension 

lans in the State of New York; the expense of that bears down 
eavily upon those small funds. Not all welfare funds are national 
in scope, like the United Mine Workers welfare and retirement fund. 
Not all funds are operated with the same joint waiver of responsi- 
bility by the contracting parties. Not all pension plans are nation- 
wide, as are the mine workers’. 

In the steel industry, and in the auto industry, for instance, the 
pensions only apply under the employment rights as affecting one 
company. 

The contrary is true in the mining industry. 

In the steel and auto industry, the money in the reserve funds are 
the operating funds in the hands of the companies for disposition, 
and the union does not have any joint participation in it. 

All of those things will be responsive in time, the improvement of 
those funds, through collective bargaining, and representing the joint 
interests of the contracting parties. They are based on contracts and 
collective bargaining. They are a voluntary effort, independent of 
the State. 

An honest, conscientious effort is being made by great segments of 
labor in the country to work out their future salvation in this country 
under our concept of this form of Government. 

I would say that any kind of legislation would be oppressive and 
hampering that caused an extra expense, extra time, extra printing 
costs, extra mailing costs, and greater diffusion of responsibility—I 
would say they are punitive in character. 

Mr. Watnwricut. Would you say that was true no matter how 
great the need, and specifically you mentioned earlier that the cases 
of abuse were relatively small, and with that, the committee agrees 
with you. 
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Mr. Lewis. I don’t suggest any repeal of the criminal laws. 

Mr. Warnwricut. As I remember, you suggested, and I am sure 
that we will agree with you, that the correct method of eradicating 
the abuse is through the democratic process within the union. 

Mr. Lewis. That is right. uf 

Mr. Warnwricutr. What do you do, Mr. Lewis, where either the 
union bylaws for carrying out the suggestion you make or the leader 
himself is such an imposing, powerful individual, both as to person- 
ality and to contacts within that union, that pragmatically speaking 
it is impossible to carry out the suggestion you make ? 

Mr. Lewis. Well, fundamentally, and in principle, we cannot admit 
that a corrupt leader of the kind you describe can ones the people 
or the members of his union without redress. To do so is to deny 
basically the capabilities of the people to govern themselves. 

Mr. Watnwricut. Quite true, but, however, there have been dis- 
closures recently, to which you yourself have referred, both here and 
before the other body, where it has been at least most difficult—and I 
hate to use the phrase “almost impossible”’—to remove the type of 
leader to which we have both described. 

Mr. Lewis. We find that is true in every phase of life, do we not? 

Mr. WarinwricHr. Maybe that is just the reason to protect the 
individual. 

Mr. Lewis. If the stockholders in a corporation do not like the 
resident of the corporation—they may think that he keeps too man 
hotel suites down in Washington, and he makes too many trips abroad, 
and they may be strongly opposed to him—but we have to convert the 
majority of the stockholders to that point of view before anything 
will happen. We may think the same thing about a public representa- 
tive or an officer. Even, sometimes, to the great office of President. 

What do we do about it? We work at it. 

Well, you say we might not be successful. It is true we might not, 
and we often are not. But that is the way of life here in America, 
under our flag. 

Now that would not be true in some countries I could name for you. 
They have direct methods for dealing with such things. We do not 
and we decry them. 

Mr. Warnwricut. In the meantime, Mr. Lewis, I know you have 
been very properly described here by members of the committee as 
having an extremely warm and successful heart for the benefit of the 
people that you represented for many years. 

Mr. Lewis. You are not protesting there too much, are you? 

Mr. WarnwaricHr. I am not yet, at least, Mr. Lewis. How would 
you suggest that the individual who contributes not in the form of 
union as but directly to the pension or welfare funds, or if need be 
taken out of his union dues, be protected immediately when it would 
take, say, 20 years to remove a type of individual that has been cur- 
rently in the press and criticized ? 

Mr. Lewis. I would not know the answer to any local situation. 
However, if Congress is worried about the amount of protection, I 
would say Congress might go to work on the Railway Retirement Pen- 
sion Act, and consider the excessive amounts paid by railroadmen to 
that Government plan. That is within the province of Congress if it 
wants to do something to protect people being unduly imposed upon. 





240 WELFARE AND PENSION FUND LEGISLATION 


The great amounts paid by these trainmen and railroad workers for 
pensions can stand some scrutiny. I do not know why a railroadman 
should be paying $17 a month to a pension plan while a coal miner 
pays nothing toward his pension plan. Congress might think about 
that if it wants to take up these things, and rearrange all of the 
equities. It is quite a job. 

Mr. Wartnwraicur. I agree with you. 

I would say from your testimony you are not fundamentally against 
a disclosure type of proposal, because you yourself disclose to your 
members; is that correct ? 

Mr. Lewis. I aver that we already have sufficient disclosure. 

Mr. Wartnwreicut. Then why would you object to it for other unions, 
as suggested in this legislation ? 

Mr. Lewis. Because they are obligated to make the same kind of 
disclosure, and if they do not there are laws that will reach them and 
apply and correct them. 

Mr. Warnwricnr. Sir, they are not obligated unless they fall under 
the provisions of the sections which your able counsel reiterated here 
sometime ago. 

Mr. Lewis. What groups are not? 

Mr. Watnwaicut. That is one of the things that this committee 
is trying to find out, Mr. Lewis, and out of 500,000 pension plans 
I think we would find that a very large, and, I have been led to believe 
the larger pecentage are not under the tenets of the Taft-Hartley Act 
to which we referred here. 

Mr. Lewis. That is diametrically opposite from my information. 
T do not know anybody who is out except the United Mine Workers, 
in a substantial number. 

Mr. Warnwatcnt. I have no further questions. 

Mr. Exxiorr. Mr. Chairman, I want to commend Mr. Lewis on his 
forthright and very penetrating statement. I have had the privilege 
of seeing the beneficial results of the UMWA welfare and retirement 
fund in the Warrior Coal Basin where I live. The fund is not only 
@ monument to your foresight, Mr. Lewis, but even more it is a helping 
hand to coal miners and their families whose welfare and retirement 
needs are worthy of the type of recognition and service that you are 
giving them. 

You are pioneering in the field. The efficiency and the economy of 
your management of their fund give your words today very great 
weight. 

Thank you, Mr. Chairman. 

Mr. Lewis. Thank you, Congressman. 

Mr. Frevincuvuysen. Mr. Chairman, Mr. Lewis has been so lauded 
with praise today that I do not feel I need to add that I have enjoyed 
your testimony very much, Mr. Lewis, which is more than we can 
say about some of our witnesses. 

I do think that it would be helpful, if we could, to get witnesses 
on simultaneously, because we have heard very different views from 
distinguished representatives of the AFI-CIO, who feel that legis- 
lation in this field is very important. I think we would certainly get 
a difference of opinion about many of the views which you expressed 
today. 

You described the problem that we are considering, the committee 
is considering, as infinitesimal and almost inconsequential. I think 
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that is a very arguable point because as we all recognize there are 
millions of people and billions of dollars subject to very imperfect 
reguiation at the moment. 

oa suggest that there is some regulation in disclosure statutes 
which are presently on the books and if they are more vigorously en- 
forced that perhaps we do not need to worry about any further legis- 
lation in the field, and you suggest that free enterprise in the union 
field is going to solve the problem. 

I think part of the question is that it does not seem to do that. 

You suggested that time is needed to effect an improvement in 
these funds, and that your fund itself is an improved version. I 
wonder whether you do not feel, and I think perhaps you have already 
said it, that legislation of some kind is going to be necessary if we 
are going to get more improved versions of funds such as we already 
have with your own fund. Is it not going to be essential for Govern- 
ment at some level to recognize that self-regulation without anything 
more is not enough ? 

Mr. Lewis. I think when the Government attempts to legislate and 
define and limit the activities of citizens assembled in the voluntary 
associations of citizens, it is assuming a burden that will not only 
vastly increase the tax load to every citizen and build up greater and 
greater concentrations of Federal employees into bureaucratic opera- 
tions, but I think also that you are definitely going to limit the life of 
this Republic. There is nothing in history that would permit you 
to say affirmatively that any group of people in any country can in- 
definitely spend all of their time regulating their lives, their activities, 
their morals, and every other personal question that comes to them. 
That is the field you get into. 

Mr. Frevincuuysen. We are not talking about regulating morals. 

Mr. Lewts. You do not want to do that now, and you just want to do 
it step by step. But as pressures increase, the other step is affirma- 
tively called for always. That is history. 

Mr. Fretincnvuysen. It is your feeling that embezzlement and mis- 
use of other people’s money can be handled and should be handled 
through the union members reaction to that kind of thing? 

Mr. Lewis. I did not say that, Congressman. It is my feeling that 
embezzlement should be prosecuted by the public authorities with com- 
petent jurisdiction. The man guilty of embezzlement should be 
punished to the full degree that the law provides. 

Mr. Fretincuuysen. Do you think that we should have laws which 
punish them ? 

Mr. Lewis. The members of the local union, certainly in defense of 
their own interests and their own privileges and their own protection, 

should bring these cases of needed prosecution to the attention of 
their union. 

Mr. Frevinauvysen. I might say that I have been delighted to see 
Taft-Hartley quoted with so much fervor as being a useful adjunct, a 
legislative weapon which can be used in this field. I also am glad to 
hear that you feel that legislation as such is going to be helpful in 
more vigorous prosecutions, but that is part of the problem that we 
are considering. 

Mr. Lewis. I hope you will not try to put words into my mouth be- 
cause IT am rather sophisticated on those things. 

Mr. Fretincuuysen. You just told me that. 
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Mr. Lewis. Taft- Hartley has certain criminal provisions. They are 
on the statute books. Congress passed it and the President signed it, 
All right, enforce them. Enforce them against these offenders. What 
more do you want? 

Mr. Frevincuvuysen. You are suggesting that those are useful 
provisions and they are needed for the enforcement of action against 
those who are pilfering from the funds. 

Mr. Lewis. I did not say that, Congressman. You said that. 

Mr. Fre,incuvysen. Did you not quote certain sections of Taft- 
Hartley as reasons why we do not need legislation in this field? 

I am not trying to misquote you. 

Mr. Lewis. I merely point out that it is only one of the reasons, 
There are other laws in addition to Taft-Hartley. 

Mr. FreELINGHUYSEN. But how effective are they 2 

Mr. Lewis. All of the statutes governing charitable trusts applied 
to our welfare fund. 

Mr. Frevtincuuysen. Again, we talk about trusts and you are a 
trustee of a great fund. Does not legislation have an important role 
of defining what the obligations of trustees are, and providing penal- 
ties for default on those obligations? 

Mr. Lewis. It is all a question of degree as to how far legislation 
affects the individual, and to what degree he is punished. If he com- 
mits a misdemeanor, do you cut off his finger as they did in the old 
days, or do they cut off right below the ears? It is a question of 
degree. 

Mr. Fretincuuysen. You are not suggesting that a disclosure 
statute such as the administration has proposed and that the AFL- 
CIO is sponsoring is an excessive penalty for a serious problem to 
correlate in one place information about all of the funds? You sug- 
gested if we do enact legislation, it should cover all funds? 

Mr. Lewis. It is merely cumbersome and burdensome, and it is 
merely an escape for those leaders of those unions who come in here 
and ask Congress to enact legislation to compel them to be honest. 

Mr. Frevineuvuysen. It might help them to be honest, and is that 
not an appropriate role for Congress? 

Mr. Lewis. I hold it is not the function of the State to compel peo- 
ple to be moral. 

Mr. Fretincuuysen. You can encourage them. Will you agree 
that you can encourage them ? 

Mr. Lewis. Not at the expense of the taxpayers, no. 

Mr. FrELINGHUYSEN. How else can you do it except at the expense 
of the taxpayers? It is not going to come out of any other pocket. 

Mr. Lewis. Let them indulge in their immorality and send them to 
the penitentiary. That is a practical way to deal with gentlemen of 
that character. 

Mr. Frevincuvysen. It is because we have laws that we have peo- 
ple in the penitentiary, and you are arguing that we do not ht an 
adequate full disclosure for all union funds. You say that the 
weapons we have at hand are sufficient. 

Mr. Lewis. I am delighted to have you tell me from time to time 
what you think that I am arguing for. 

Mr. Fretincuvuysen. I think it is a good way to clarify this. 

Mr. Lewis. I have a very good impression myself of what I think 
I am arguing for. 
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Mr. Freitincuvysen. I am trying to find out what your impression 
is. You are urging more vigorous prosecution and you suggest we 
do need penalties for embezzlement and you are suggesting the reme- 
dies on the books should be utilized and apparently you have not 
passed on whether they should be on the books are not. But you are 
suggesting that they should be utilized to their fullest extent. 

r. Lewis. What I am suggesting to this honorable committee, 
and I have worked hard at it this morning, is that no more statutes 
need to be enacted by this Congress in this field despite the petition 
of those weak and timid leaders of the existing labor movement who 
are praying for more laws to be passed to relieve their responsibilities 
and to keep their organizations respectable by claiming that it is the 
function of the state instead of their function to repudiate dishonest 
leaders. That is what I am saying. 

Mr. Frevineuvuysen. It is a serious question whether the legisla- 
tion would relieve them of responsibility, or whether it would empha- 
size or underline responsibility. 

Mr. Lewis. It is always a serious question when any bill is ever 
passed. It is a serious question of whether it will work or not. Some- 
times we hope it will, while other people hope it will not. 

Mr. Frevtincuvuysen. I have no further questions. 

Mr. Lewis. I do not know how we can settle an academic question 
of that kind. 

Mr. Fre.incuvuysen. I do not believe the question is academic at 
all, Mr. Lewis. 

Mr. Lewis. Only in my mind. 

Mr. Frevtincuvysen. It isa problem. 

Mr. Lewis. Of course, I am only capable of speaking what is in 
my mind, and not in yours. Go ahead, rave on. 

Chairan Barpen. Mr. Landrum. 

Mr. Lanprum. Mr. Lewis, with reference to your earlier mention 
of the one hundred-odd prosecutions and convictions, do you have 
any information on whether those actions resulted from a direct misuse 
or resulted directly from the misuse of labor funds or welfare funds 
or pension funds, or did they result, some of them, from, let us say, 
the income-tax evasion ? 

Mr. Lewis. Congressman, I would not have an intelligent answer 
to that. We were advised by the Press Division of the Justice De- 
partment that these were the number of prosecutions up to that date 
and that they embraced the prosecutions 1n the field of welfare funds. 

As to their specific application, I do not know. 

Mr. Lanprum. I believe we could clearly understand here this 
morning that you believe that the present Attorney General, or any 
other Attorney General, does have sufficient authority to proceed 
against the rascalities that have been revealed in the last few days? 

Mr. Lewis. I believe so quite definitely, and I am secure in that 
personal conviction. 

Mr. Lanprum. If the present occupant of the Attorney General’s 
office desired to proceed against the offenders or those discoveries that 
have been revealed, then he could do so under present law. 

Mr. Lewis. I take it that they are doing so now, in the light of the 
criminal record, as of 1957. 
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Mr. Lanprum. But are they proceeding for the violation or misuse 
of the funds directly, or are they proceeding because of some income. 
tax evasion ? 

Mr. Lewis. I have no knowledge of the specific complaints. J] 
could not answer that. 

Mr. Lanprum. The point I am driving at, and the point I believe 
that you have been driving at all morning is that if our public officials 
are less prone to give in to the pressures from certain groups, we have 
sufficient statutes to take care of the individual violations that occur 
in the use of these large funds. 

Mr. Lewis. Congressman, I think that is obvious, and self-evident, 
that is frequently the case. There have not been prosecutions in cer- 
tain instances for whatever reason that animates the minds of public 
representatives. 

Mr. Lanprum. Now, Mr. Chairman, it seems it has developed into 
a kind of a custom here this morning to utter some words of praise 
for this distinguished witness. 

I must say this: I come from a section of the country where the 
philosophies espoused by Mr. Lewis have not been universally popular, 
to say the least. Many of the leaders in my section of the country 
have not agreed with some of the philosophies which you have here- 
tofore and do now espouse. But, nevertheless, in the light of the 
recent revelations, as I said a moment ago, rascalities and other union 
activities, I have said and hear many of my friends and leaders in my 
section of the country say that if the unions could be administered 
and their movements and activities directed by men with the funda- 
mental integrity so obvious in the character of this man that we would 
not have the need for such discussions as we are having. To that 
extent, I would add to the praise or eulogies that have been heaped 
upon this gentleman this morning. I think that he expresses in no 
uncertain terms the very ideas that we all ought to possess here, and 
that is that we preserve insofar as possible our freedom of action and 
not try to regulate everything by Government. 

Thank you, Mr. Chairman. 

Mr. Lewis. Thank you, Mr. Congressman. 

Chairman Barpen. Mr. Nicholson. 

Mr. NicHoison. Does anyone else contribute to the fund other than 
the actual worker? Does the employer put money in the fund? 

Mr. Lewis. The revenues of the fund are provided by the agree- 
ment of the operators and the mine workers union—the operators as- 
sociations and their individual membership—that for each ton of coal 
produced for use or for sale, the operators will pay 40 cents thereon 
to the welfare fund, which goes into a trusteeship. It becomes a part 
of the cost of production. 

Mr. Nicwotson. Are the operators on the board of trustees? 

Mr. Lewis. Yes, sir, they have one representative there, and the 
mine workers have one, and the public has one. 

Mr. Nicnoxson. I want to say in passing, Mr. Lewis, that I hope all 
of these people that have been extolling you to the skies will act on 
this bill the way you want them to. 

Chairman Barpen. Mr. Thompson. 

Mr. Tuompson. Mr. Chairman, I have been particularly interested 
in the statement of Mr. Lewis, and certainly I do commend him for it. 
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I can see since the United Mine Workers is operated as it is, and 
as it has been recognized here why Mr. Lewis would take the posi- 
tion that he has taken toward the proposed legislation. 

I do not think that it would serve any useful purpose to argue the 

oint with you, Mr. Lewis, because I think that there are so many 
Bride, union welfare and pension funds arising out of collective bar- 
gaining which are unethical and over which I disagree with you be- 
cause I do not think that there is enough control since many of them 
are not in the form of trusts, that this legislation is necessary. 

I would think that there should be a possibility of having different 
requirements for disclosure in the ultimate legislation for those 
which, as yours does, make adequate reports already, if indeed you 
do, and which are operated as charitable trusts. Under the common 
law of trusts, the protections are all there, and the law of the Fed- 
eral Government and of the States is replete with requirements which 
protect the beneficiaries of trusts. 

We are concerned, primarily, however, with those who do not have 
the benefit of the protection of those laws. ‘Therefore, most respect- 
fully I disagree with you on that point. 

I have been impressed, however, with some of the statements in your 
prepared statement and in the colloquy, and, frankly, I have been, as 
the author of one form of this legislation, trying to revise in my mind 
to the extent at least that it will not place an undue burden on those 
which are already doing what they should do and have been doing 
for a long time. 

It is impossible in collective bargaining in all industries, in my opin- 
ion, for these funds to be established as trusts. That is one of the 
great difficulties. 

You apparently have overcome that difficulty all throughout your 
industry, have you not? 

Mr. Lewis. We think that every protection exists around our fund, 
both in the manner you describe, and in addition to that because of 
the lack of motive to do otherwise. 

I do not know anybody in our organization who has a desire to 
pilfer the welfare funds. 

I think, Congressman, it is not that beneficiaries have been deprived 
of their vested rights in these funds, it is the fact that there has been 
pilfering sometimes to a minor degree and sometimes to a major de- 
gree by dishonest individuals. Some of them jointly conspire to do 
injury to the fund, all of which are covered by the criminal laws. 

I have been rather astonished at the failure of the investigating 
committee of the Senate to haul to light some of these criminals on the 
financial side of this question, the insurance side of the question, and 
the shadowy figures in the no-man’s land of morality between the indi- 
vidual represenstative of a loca] welfare fund and the front office in 
New York. Those are the men who ought to be brought in here, but 
those are the men who seem to have a peculiar immunity in this investi- 
gation. 

Mr. Tuomprson. I think the investigation on the other side has been 
somewhat unilateral, I will agree. You must keep in mind, however, 
that those operators of funds who do not have the attitude which your 

fund has, or your trustees have, toward insurance, are required under 
some of the State laws to pay commissions in which can be termed a 
ridiculous manner, really, because they are excessive. This is perhaps 
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borderline, but perfectly legal. Some States require the payment up 
to 8 percent on policies, no matter how large. 

Mr. Lewis. I do not thing Congress should shoot the dog because he 
has ticks on him. 

Mr. Tuompson. I agree, and I not only admired your testimony, but 
I have enjoyed it thoroughly. 

Thank you. 

Chairman Barpen.. Mr. Ayres. 

Mr. Ayres. Mr. Lewis, I have been a member of the “TI like John L, 
Lewis” club since I was discharged from the Army in 1945, and I 
went into the gas heating business, as the price of coal got up so high 


that my people could not afford to buy it, and we were able to sell about 
10,000 gas furnaces. 


Mr. Lewis. What period was this? 

Mr. Ayres. It was in 1945 to 1948. 

Mr. Lewis. Well, it might interest you to know, just in passing 

Mr. Ayres. It was $14 a ton in Akron. 

Mr. Lewis. It might interest you to know that since 1948 the United 
Mine Workers has had at least 5 major increases in pay, an increase of 
20 cents a ton on the welfare fund, and many other advantages, and 
the sales price of coal at the mines in 1956 was 7 cents a ton lower than 
it was in 1948. 

So that any of those increases that you ran across occurred from in- 
creases in costs other than labor, particularly the taxes levied by Con- 

ess. 

Mr. Ayres. Regardless of what caused the increase, Mr. Lewis, my 
point is that in 1945, in the northeastern part of Ohio, only 48 percent 
of the people were heating with gas, and now 88 percent of those served 
by the natural-gas lines are heating their homes with gas. 

It was the price increase in coal that caused them to convert, pri- 
marily. 

Mr. Tuompson. They will be switching back soon, though. 

Mr. Ayres. I think it is wonderful that you have been able to do 
these fine things, and I think we are all in accord, from the statements 
that we have heard here today, that you are to be commended for what 
you have done for the people who work in the mines. 

My only question is this, Mr. Lewis: Can we go too far in wage in- 
creases and benefits to the extent that we price the worker out of a job? 

Mr. Lewis. Not at this time, and not in the coal industry. Congress 
can go too far, however, in giving, as I have heard, a 2714-percent de- 

letion charge to the oil industry, tomake coal minesidle. I think that 
is going pretty far. You can equalize it, of course, if you want to give 
a similar depletion charge to the coal industry. Those are competitive 
factors. 

But it is not the wages of the mineworkers that bothers you gasmen, 
it is the fact that gas 1s a laborless industry and it does not cost any- 
thing. 

Mr. Ayres. I am not a producer. 

Mr. Lewis. But you buy the gas and distribute it. 

Mr. Ayres. I sell the equipment that burns it. 

Mr. Lewis. Well, that is very admirable and in the economic interest 
of all of us. But while you are getting rich in the gas industry, we 
will try to get a lunch in the coal industry. 

Mr. Ayres. I am not getting rich. 
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But this increase, Mr. Lewis—back in 1932 and 1933, we were buying 
stoker coal, as you know, at $2 a ton and now it is up in the $14 and 
$16 bracket—what has caused this terriffic increase? You say the 
worker has not gotten it at the mine. 

Mr. Lewis. The labor costs are going down per ton of coal, didn’t you 
know that, as a gasman? 

Mr. Ayres. Yes. 

Mr. Lewis. The labor costs are constantly being reduced. We are 
modernizing. We are getting more tons per man employee and bring- 
ing down the ratio of labor costs. But the costs for supplies and trans- 
portation, taxes, power, is all rising. ‘Those are the extra costs that 
you enumerate and which result in higher costs at the destination or 
the consuming an in the market, not at the mine. 

Mr. Ayres. But at the present time you do not see any danger in 
increased wages and fringe benefits and larger and better pension and 
welfare funds taking so much ¢ 

Mr. Lewis. No danger at all. And, might I say this, Mr. Con- 
gressman, that bread and butter are not inflationary, any highbrow 
economist to the contrary notwithstanding. Bread and butter are not 
inflationary. Or, if it is, Congress had better do something about 
that. 

But a lot of other things are inflationary. Wages for bread and 
butter for those gainfully employed in American industries is the 
source of America’s prosperity, it is the buying power, the participa- 
tion in educational advantages, the endowment of the race with all of 
the advantages that our economy and our society has produced. 

Bread and butter and shelter and medicine and refuge in old age 
is not inflationary. It must not be inflationary. We can not permit 
it to be inflationary. That is the norm. That is the aim. That is 
the design. That is the pattern. And that is the goal toward which 
we are striving. 

I can tell you things, if you want to go into the inflation question, 
I can talk indefinitely here on items that I can show you are specifically 
inflationary. 

Mr. Ayres. I appreciate your answer to my question. You sug- 
ested to Mr. Holt that if he had disgruntled union members in Call- 
ornia, to tell them to join the United Mine Workers. Have you made 

that suggestion publicly to the teamsters ? 

Mr. Lewis. No; but [ will authorize you to do it if you want to. 

Mr. Ayres. I can be your personal emissary in that respect. 

Mr. Lewis. As far as Congressman Holt is concerned, I would be 
very glad to arrange to set up a local union of the United Mine Work- 
ers right in his community, if he can find anybody who wants to join 
it, to get away from these abominable conditions which he described. 

Mr. Ayres. I wish you had a representative in my district that 
proposed the philosophy you have here in your statement, because the 
faders of my particular area do not seem to agree with you in this 
philosophy that you have explained so adequately here. But you made 
the charge that you felt that certain union leaders, and you did not 
mention names, were pushing for the enactment of this legislation 
because they wanted to, in essence, get off the hook, and they did not 
want to assume the responsibility of keeping their own organization 
in order. 
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Mr. Lewis. I can’t conceive of any other reason, it is such an ex- 
traordinary position. 

Mr. Ayres. You honestly feel that if they were to join up with your 
organization they would be happy and that their pension and welfare 
funds would operate adequately ? 

Mr. Lewis. I do not put it on that basis at all. I merely make this 
general observation: That any individual worker in this country who 
elects to become a member of the United Mine Workers of America, 
does not have to lose sleep at night worrying over the fact of whether 
his pension is going to be stolen from him or his other privileges denied 
him. That isall. It is just a, b, and c, elementary. That is no spe- 
cial virtue, it is just common garden variety of honesty. 

Mr. Ayres. You do feel there are members of other unions who are 
worried about what is going to happen to their funds? 

Mr. Lewis. Well, I heard Congressman Holt say that. I am taking 
him at his word, of course. They are worried and they do not know 
what to do. I never said that. Congressman Holt said it. 

Mr. Ayres. You did say that they were asking for this legislation 
because they were in trouble. 

Mr. Lewis. Those are the witnesses, those executives of various 
unions to whom I referred. I wasn’t referring to the individual mem- 
bers because I do not know any individual members anywhere that are 
asking for this legislation. It is only the officers. They want to use 
the police power of the State as a club over their own membership 
and then they will turn informers. I understand some have already 
turned informers and are secretly furnishing information to the right 
people to get the right people investigated. 

Mr. Ayres. Is not that individual member, Mr. Lewis, who has paid 
his money into a fund, going to be interested if it comes time for his 
retirement and the money is not there? 

Mr. Lewss. I took that as the first principle, that is the reason he 
is in the union, to have his rights protected, and if the union does not 
protect it 

Mr. Ayres. There are a lot of cases where he does not have any 
choice. There are a lot of instances where he does not have any choice 
as to whether he wants to belong to the union, and as to whether or 
not he wants to pay in his money. If he wants to work, he belongs. 

Mr. Lewis. You want to get on the closed and open shop with me 
right now? I will be glad to go into that. 

Mr. Ayres. But he pays his money in trusting the leaders. 

Mr. Lewis. He is in just the same position as I am if I wanted to go 
into the Metropolitan Club downtown for lunch today. I could not 
get in. 

Mr. Ayres. I will take you. 

Mr. Lewis. I could not get in. You could take me if I wanted to 
accept that favor from you, but I cannot get in until they permit 
me to join and pay my “dues, They have to be mighty sure I am 
financially sound before they do that. 

What doI doabout it? DoTask fora law? 

Mr. THompson. Are you sure youcan take him ? 

Mr. Lewis. No; I just do not become a member of the Metropolitan 
Club. 

t is the same way with the local union, if I want a job and I want 
to work in a plant where the wages are $4 a day above a plant that 
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is not organized, if they want me to join the union I ought to join 
the union. 

Mr. Ayres. My point is if the man does belong and he does trust 
his leaders and he does not have, in some instances, much of a voice 
as to who those leaders are, there should be an accounting of his 
funds for him. 

Mr. Lewis. Do you know any particular spot where he does not 
have much of a voice, one man among millions? He has the same one- 
millionth voice, in a labor union, or the Republican Party, or the 
Democratic Party. 

Mr. Ayres. Well, some of our unions are operated in such a way, 
Mr. Lewis, and not yours, that the leaders would not even permit both 
sides of a controversy to be aired. We had an example just this past 
week, where the carpenters union physically removed 100 people from 
the union hall, while they voted in the new president. 

Mr. Lewis. Where was the police department ¢ 

Mr. Ayres. There was no riot. They just left. 

Mr. Lewis. You said they physically removed them. He must be 
a strong man. 

Mr. Ayres. They were subsequently pushed, and they caught on 
real quickly. 

Mr. Lewis. That ought to be written up, because that is quite a 
feat. 

Mr. Ayres. It has been. 

Mr. Lewis. That is equal to the physical feat of Wheeling, W. Va. 

Mr. Ayres. I will be glad to send you a report on it. 

That is all I have. 

Mr. Roosevetr. I have enjoyed very much your testimony sir, and 
particularly I am very happy to see Miss Roche here again, too. 

I would just like to ask a couple of questions, not on the philosophy 
which you have expressed because I think in general all of us would 
go along with the general philosophy as far as it could apply, except 
that I think I am interested in the statement that you cannot achieve 
virtue merely by the enactment of statute. I think that has been well 
proven. But nevertheless there are times such as in the SEC, and 
other laws, where we have I think reasonably successfully helped 
virtue somewhat, 

I think it is a question here as to whether we can afford to wait for 
the thing which you have said will take time to achieve and time will 
achieve, and I am willing to agree that maybe time will achieve it. 

In the meantime, are we justified in letting the situation drift until 
time does achieve it ? 

The same argument might have been used for stopping the passage 
of SEC. Yet we felt that it was necessary to help virtue somewhat 
in that field. 

I think in general those who have talked about or considered favor- 
ably some sort of—let me call it exposure legislation rather than 
punitive legislation—have felt that perhaps we might give virtue a 
little bit of a boost along that line. 

I think too some of us have wondered on the expense matter which 
you brought up, where there is not a field here that we ought to look 
into with regard to the voluminous amount of State regulation. You 
put into the record here the cost for instance in New York State, and 
many times over, and a national plan has to have added to it a tre- 
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mendous amount of expense in each of the States in which it operates, 
is that not so ? 

Mr. Lewis. That is true. 

Mr. Roosevett. To go to the reverse of the proposition, is there not 
some merit in legislation which would relieve national plans of the 
necessity of going through all of that expense, so that the bene- 
ficiaries might be somewhat relieved of this duplication of effort, and 
make it possible to achieve it in one spot ? 

Mr. Lewis. It is all a question, Congressman, of how much law you 
want, and how much you think is reasonable, and how much is be- 
lieved to be unreasonable, and what burdens can the people carry in 
the form of more laws, and more laws. 

I heard Justice Hughes deliver a lecture one time in which he 
pointed out that the Congress and the several States were passing a 
volume of laws each year amounting to about 13,000 new statutes. Te 
wondered how long that could go on before confusion as far as laws 
were concerned would be compounded and it would be impossible for 
an average citizen to even understand the law, and even impossible 
for the legal fraternity to understand its overlapping of jurisdiction 
and the confusion that would ensue from it. 

It is a question in approaching these things how much law do you 
think you need. I do not think that you need law as affecting these 
welfare funds. I think that you need nothing but a little more 
honesty in some of the representatives of labor in these organizations, 
and I think that the pressure of public opinion on those things and 
the demands of their own membership are going to bring that about. 

As far as I know, most of these troubles have come on the ward 
level, they are a sort of ward politics in American labor. It has been 
condoned to a certain degree in specific organizations, to wit, one or 
two that have been made matters of public knowledge, and they have 
been pinpointed as affecting them, but nothing has happened to those 
organizations. 

The men who were pilloried in public have not been prosecuted to 
any particular degree. One or two or three of them have been in- 
dicted. They go along, and we do not know what the outcome will 
be. 

Labor has the responsibility of keeping its own household clean, 
just like any family is responsible for its own domicile. That is true 
inany community. That is labor’s obligation. I want the obligation 
kept upon them. I want men who are incompetent, who hold office 
in these labor unions, and who are incompetent to keep order in their 
own household, to stand aside and let better men take their places, and 
that will be done in the inevitable order of things in the unions in this 
country. 

That will happen in the unions. That is what has been done for 
the past 100 years. That is what has been done in our internal estab- 
lishment in our Nation during the whole period of the life of the 
Republic. It is not perfection, oh, no. We do not have perfection 
anywhere; in our fraternal orders; in our cooperative societies; in 
the bar association; we do not have perfection; not in Congress, not 
in the church; and not in the labor unions. 

So I say, do not burden these struggling people trying to build up 
functioning organizations to deal, on a modern basis, with their great 
combinations of capital in a manner to the best interests of this Re- 
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public, and its economic and social and political future—do not burden 
them. 

Eliminate the crooks, yes, I will go along with you on that to any 
degree. You know who they are, or at least our law enforcing agencies 
can find them. We do not need any more burdens. We do not need 
any more laws. We need some good faith administration in the 
statutes Congress has already enacted. 

Mr. Roosrvetr. I go along with you and I have felt for a long time, 
Mr. Lewis, that it would be. very wise if Congress would spend some 
time per haps eliminating some laws that had been passed, and review- 
ing the overlapping and “doing a codification of the laws and certainly 
it is long overdue. 

I think I come back to the same basic principle, does it make much 
difference to the taxpayers and does it make much difference to the in- 
dividual beneficiary if there is a heap of local law piled one on top of 
another, many times inconsistent, or a national program which would 
hinder it to the worst possible effect ? 

Mr. Lewis. Congressman, you are getting into the science of gov- 
ernment. Not many busy men trying to earn a living and pay their 
taxes and meet their rent or their home payments and ] pay for the car 
can follow you into that abstract field. That is a field that has been 
exploited as long as we have written history. It is a field we will 
have to continue to work in. What is the best form of government? 
Ralph Waldo Emerson said: “The least government is the best.” 
Many eminent men since that time have echoed his words. 

What is the least government we can have? Obviously, we must 
pay some attention to the lessons of history, and the tax collector in 
history, to pay more and more to the government agents to oppress 
him and restrict his individual liberties. That is what our forefathers 
fled from, that condition. Well, do not let us emulate it here in 
America, if we want what Macaulay called the American experiment 
in gov ernment to succeed—the American experiment in government! 
He said it with a sneer, and I quoted it w ith a sneer, from his stand- 
point. 

Mr. Roosevett. Unfortunately, I think the chairman is going to 
have to let us go to a quorum call, and I wish we had time for many 
other questions, because I think that you have been very helpful to 
the committee and I hope we will have an opportunity to talk things 
over again. 

Mr. Lewis. Thank you; and I appreciate your personal interest in 
these matters. 

Mr. Grirrin. I believe in view of the late hour—we have had a 
quorum call—and I will thank the Chair for offering me the oppor- 
tunity in passing. 

Mr. Hotianp. I would like to draw Mr. Lewis’ attention to the fact 
that in 1936 I was one of the members who joined with Van Bittner, 
Philip Murray, Allen Haywood, and Davey McDonald to organize 
steel. I have my card that I carried, the first card in Local 1272, 
Jand L, and T still am a paid member, even if they did incresse the 
dues to $5. I certainly enjoyed having that honor, because I never 
thought w hen I was on the picket line of ‘J and L mill I would be sitting 
here as a Congressman hearing you testify on something that you h: ad 
achieved. I have enjoyed it and I will remember it. 

Mr. Lewis. Thank you, Congressman, and every success to you. 

94914—58 17 
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Mr. Hasketu. Mr. Chairman, I will not hold up the committee. 

Chairman Barpen. I feel that I should say this, that I am sorry 
that the folks at the end of the line on each side did not have as much 
time as some of the others. But all I can say is that I served my time 
down at the end, too. 

Like some of the things Mr. Lewis has referred to, maybe time will 
correct. 

Mr. Lewis, I want to again express my sincere appreciation for 
your coming down to the committee. It has been a rather healthy 
session, and consoling to me because I happen to be one that believes 
very sincerely that there is more danger to our country from over- 
legislation than underlegislation. I recall so well what Cliff Wood- 
rum, Congressman from Virginia, said on the floor of the House on 
one day, when someone was pressing him for not bringing out this 

iece of legislation. He said that he had never heard of the United 
tates Government or its people being injured by a law that did not 
pass. I thought there was some truth in that statement. 

In listening to your certainly very wise and conservative ideas on 
financing and on the government by men, it makes me feel a little bit 
like neither of us would be terribly uncomfortable in that minority 
group that I happen to belong to, southern conservatives. 

I would not take the liberty of so classifying my friend, but the 
invitation is open to join us. 

Mr. Lewis. Mr. Chairman, may I express my appreciation to you 
and each member of the committee for the very gracious hearing they 
have given this morning on what I think is a very important subject 
for America. 

Thank you all. 

Chairman Barpen. We are quite privileged to have you with us, 
Mr. Lewis. 

(Thereupon, at 12:30 p. m. the hearing was recessed.) 
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WEDNESDAY, JULY 10, 1957 


Hovuse or REPRESENTATIVES, 
CoMMITTEE ON EDUCATION AND Lapor, 
Washington, D.C. 

The committee met at 9:50 a. m., pursuant to recess, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman) pre 
siding. 

Present: Representatives Barden, Kelley, Bailey, Wier, Landrum, 
Metcalf, Green, Roosevelt, Udall, Holland, Gwinn, Holt, Wainwright, 
Frelinghuysen, Nicholson, Ayres, Griffin, and Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. Gra- 
ham, minority clerk; A. Regis Kelley, clerk; Robert E. McCord, clerk; 
Martin S. House, special counsel on welfare and pension legislation ; 
Kennedy W. Ward, assistant general counsel, and Russel C. Derrick- 
son, chief investigator. 

Chairman Barpen. The committee will come to order. 

Gentlemen of the committee, we have with us this morning Mr. 


Albert Whitehouse, director of the industrial union department, 
AFL-CIO. We are glad to have you, and if you will identify your- 
self for the reporter, the floor is yours. 


STATEMENT OF ALBERT WHITEHOUSE, DIRECTOR OF THE INDUS- 
TRIAL UNION DEPARTMENT, AFI-CIO, ACCOMPANIED BY 
LEONARD LESSER, LEGAL COUNSEL TO THE SOCIAL SECURITY 


DEPARTMENT OF THE UNITED AUTOMOBILE WORKERS OF 
AMERICA 


Mr. Wuirtenouse. I am Albert Whitehouse, director of the indus- 
trial union department, AFL-CIO, and I have with me Mr. Leonard 
Lesser, general counsel of the social security department of the United 
Automobile Workers of AFL-CIO. 

I appreciate this opportuity to testify before your committee on the 
vital subject of legislation dealing with health, welfare, and pension 
programs, as the director of the industrial union department of the 
AFL-CIO, a self-governing department of the federation with some 
73 affiliates paying dues for more than 7,500,000 members. Virtually 
every union with a substantial industrial union membership is affili- 
ated with the department. 

I want to reaffirm the position of the AFL-CIO as presented by 
Director of Legislation Andrew J. Biemiller, before your committee 
on June 28, 1957. 

Mr. Walter P. Reuther has prepared a statement on the subject in 
his capacity as president of both the industrial union department, 
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AFL-CIO, and the United Automobile Workers. Other unavoidable 
commitments make it impossible for him to be here today. Therefore, 
he has asked me to submit his complete statement to your committee 
for the record. 

May I submit this statement to the reporter, please ? 

Chairman Barpen. Without objection, Mr. Reuther’s statement 
will be incorporated in the record. 

(The statement is as follows:) 


STATEMENT OF WALTER P. REUTHER, PRESIDENT, INDUSTRIAL UNION DEPARTMENT, 
AFL-CIO, ANp PRESIDENT. UNITED AUTOMOBILE, AIRCRAFT AND AGRICULTURAL 
IMPLEMENT WORKERS OF AMERICA 


I appreciate this opportunity to present my views to your committee. I am 
testifying today in a double capacity, as president of the industrial union 
department of the AFL-CIO, a self-governing department of the federation with 
some 74 affiliates paying dues for more than 7,500,000 members. Virtually every 
union with a substantial industrial union membership is affiliated with the 
department. 

I am also testifying as president of the United Automobile Workers Union 
where we have had considerable experience in bargaining on all types of health 
and welfare plans, including life insurance, hospitalization, medical coverage, 
disability benefits, pensions, supplemental unemployment benefits, and other 
forms of protection. 

We in labor have been outraged by the disclosures of abuse and corruption 
in programs providing vital health and welfare protection for our people. We 
have pledged ourselves to do everything possible to wipe out every last trace 
of such abuse and to make it recurrence impossible. We are ready to cooperate 
wholeheartedly with efforts of Government to expose and combat any abuse 
in the administration of health and welfare plans. 

I want to reaffirm the position taken by AFL-CIO President George Meany 
on this issue. 

The critical issue in controversy is the scope of any legislation to be recom- 
mended. Although we deal with this point in our discussion of the basic 
principles which should govern any legislation in this area, I want to stress 
at the outset that in developing suitable disclosure legislation, it is imperative, 
as Mr. Meany said, “* * * It must apply uniformly and equitably across the 
board to all types of health, welfare, and pension plans, regardless of whether 
they are administered by unions alone, by unions and employers jointly, or 
by employers alone, regardless of whether they involve the establishment of a 
formal trust fund or merely involve the transfer of money to an outside trustee 
or insurance carrier, and regardless of whether or not they are established on 
a so-called fixed contribution basis or a definite benefit basis.” This has become 
a key issue because of the unwillingness of some employer groups to submit 
to the test of disclosure which they prescribe for labor. As Mr. Meany says, 
“any distinction that some might seek to make as among these different types 
of plans with respect to the opportunities for abuse that exist and the need 
for the creation of effective safeguards is entirely without foundation in fact, 
self-serving, and destructive of the objectives sought by disclosure legislation.” 

Opponents of broad disclosure argue that even if there is abuse in employer- 
administered or level of benefit plans, it does not matter to the workers since 
the employer has to make up the difference in cost. Pensons who make this 
statement are either ignorant of the facts of collective bargaining or are attempt- 
ing to distort the facts. 

Employers charge off the ful] cost of their contributions to pension, health, and 
welfare plans against employees’ total economic gains in collective bargaining. 
When these contributions are unnecessarily high, whether because the em- 
ployer has failed to purchase insurance diligently, whether because he has in- 
dulged in featherbedding or for any other reason, the result is to reduce the 
amounts available to the employees for wages, vacations, or other economic 
gains. The assertion that in a level-of-benefits plan the costs—proper and im- 
proper—do not directly affect the decisions at the bargaining table is, as I 
have stated, ridiculous. Cost is crucial. If management seriously proposes 
to discard the cost as an element in negotiations, I would like the opportunity 
to bargain with them solely on the basis of what level of benefits is adequate 
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with the understanding that the cost of such benefits would not be taken into 
account in determining the total cost of the economic package agreed upon. 

For many years employers made a practice of ignoring the dividends paid in 
group insurance and representing the gross cost of insurance as the actual cost. 
In public reports made by employers to the chamber of commerce and even to 
agencies of Government they have often claimed credit for the gross premium 
cost rather than the net cost of the insurance after dividends. We have often 
found that employer-operated insurance plans have been conducted at excessive 
cost. Over managements’ opposition, we have often had to demand competitive 
bidding to reduce these costs. Whether the failure of these employers to work 
for low administrative costs was due to apathy, ignorance, collusive relations 
with carriers, or outright chicanery, we do not know. We do know the effect 
on the employees has been the same and that the spotlight of public disclosure 
would be beneficial. 

The negotiation of health and welfare programs has been the single most 
important development in union-management relations in the postwar decade. 
In just a few years these programs have come to cover millions of workers and 
their dependents. Today, 4 out of 5 collective-bargaining contracts make pro- 
visions for health and welfare benefits. There is hardly a negotiation that 
takes place in which new benefits are not added or existing ones improved. 
These plans provide a degree of economic security in old age, disability, and un- 
employment, that was otherwise not possible; they are the only means by which 
American workers and their families are able to get some health insurance, 
however inadequate. 

The benefits may be colloquially called fringe benefits, but there is nothing 
fringe about what they mean to the workers. Whenever a worker has an acci- 
dent, whenever he is sick or laid off for more than a few days, whenever he or 
a member of his family goes to the hospital or needs an operation, whenever 
a worker dies, these programs are called into operation and they affect the 
well-being of workers and their dependents in a direct and intimate way. 

Before turning to private plans, labor repeatedly urged Government to assume 
a fuller responsibility for the health and old-age security of its citizens. When 
Government did not act, or provided only patently inadequate protection, labor 
turned to collective bargaining to patch up some of the glaring inadequacies 
which existed. The voluntary approach has resulted in a vast number of dif- 
ferent health and welfare plans representing many millions of decisions as to 
choice of carrier, choice of benefits, plan rules and the like. In contrast to the 
economical, efficient, and honest administration of social insurance programs, 
the conglomeration of private plans constitutes a vast exposure to waste, weak 
administration, and corruption. 

The voluntary way has had some advantages in making possible a kind of 
living laboratory in which various approaches could be experimented with. At 
the same time, voluntary programs inherited the customary practices in group 
insurance—one of the worst of which was an acquisition system that is not too 
scrupulous in the methods used to make a sale. Unions and employers, often 
without facilities of their own, have had to rely on outside consultants and in 
many instances on insurance brokers, agents, and insurance companies repre- 
senting an interest at times far apart from that of the purchasers of insurance. 

Under all of these circumstances it is not terribly surprising that abuses have 
crept in and regrettable as these abuses are, they must be seen in the light of the 
accelerated expansion in an unchartered field in which even now, there exist 
large masses of unexplored terrain. 

Abuses have arisen in a small fraction of the many programs in operation. 
But in the judgment of the labor movement, this gives us no ground for com- 
placency and certainly provides no basis for assuming that things take care of 
themselves. Things will not take care of themselves and the labor movement 
has not operated on the assumption that they will. 

From the first revelations of wrongdoing, the labor movement has taken 
vigorous action to deal with the problem. Even before the AFL and the CIO 
merged into one great federation, each of our groups undertook to tackle the 
problem in a forthright and courageous way. We established codes of fair 
practices, 

Even before proposals were introduced into the Congress, both the AFL and 
the CIO had developed systematic legislative proposals. With the merger, the 
AFL-CIO accelerated its activities, both in the field of ethical practices and in 
the promotion of appropriate legislation. 

I would like to outline the basic principles around which such legislation 
should be developed. 
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1. Full and comprehensive disclosure should be the guiding principle of Federal 
legislation 

Disclosure should aim at revealing who is getting how much and for what 

purpose. Disclosure should reveal not only the general condition of the plan: 

it should be specific and detailed and dig deep enough to detect all instances 

of maladministration. 

We think it would be a serious mistake for any Federal legislation to attempt 
to control the content of health and welfare plans. This would be exceedingly 
difficult in view of the infinite variations which such plans contain in meeting 
the special problems of the industries and workers involved. These variations 
deal with such major problems as coverage, financing, funding, methods of in- 
surance, collection of employer contributions, problems of internal administra- 
tion, and investment policies, to mention just a few. Flexibility is one of the 
greatest assets of these plans and ought to be preserved. 

A comprehensive disclosure requirement will of itself be a substantial de. 
terrent to under-the-table deals and backdoor bribes. A disclosure statute wisely 
administered can contribute a great deal to the creation of a healthy bargain- 
ing relationship with carriers and a healthy climate for the internal transactions 
involved in any health and welfare plan. 

Our concern is not merely with technical wrongdoing. We want to be able 
to uncover all questionable practices and expose anybody who gets a special ad- 
vantage from a health and welfare program by virtue of being an insider. 

In short, we believe that at this time Federal legislation should concentrate 
on disclosure as the most effective method of uncovering shady practices. 


2. Disclosure should apply to all health and welfare plans 


We believe that the details of union-administered plans and joint-administered 
plans should be completely disclosed. Employers likewise should disclose the 
details of the plans which they administer. Disclosure should apply to level of 
benefit plans. As I said earlier, there is no merit to the position that only plans 
in which unions are involved should be subject to disclosure. 

It is incredible that we should know as little as we do about the billions of 
dollars in investments represented by these plans, particularly the pension plans, 
Vice President Anderson, of General Motors, in testimony before a Senate com- 
mittee, maintained that disclosure by management of insurance costs is “‘undress- 
ing in public” and not quite proper. A little more disclosure would not only be 
quite proper, but would be good for General Motors and good for America. 

There is a substantial public interest involved in all health and welfare plans, 
quite apart from the employees’ interests and apart from whether there is 
chicanery as conveniently defined. The public has a right to know how the 
sizable accumulations of funds are being managed, to what extent these funds 
are being used as instruments of corporate control, and the impact of these funds 
on tax and public policy. 

Second, there is no merit to the argument that the union or the beneficiaries 
have no interest in the administration of a plan as long as the level-of-benefits 
are forthcoming. Anybody who has had any evperience in collective bargaining 
as it applies to health and welfare plans knows that the union and management 
come to the bargaining table with some appraisal of how much money there is 
likely to be available for an increase. The choice of one approach level-of- 
benefits, cents per hour, or percentage of payroll, does not at all diminish the 
importance to the beneficiaries as to how the money is being spent. James M. 
Gillen, director of personnel research for General Motors, which has a level-of- 
benefits plan, confirms this: 

“When an employer and his employees—or the employees through the union 
representing them—join to establish some kind of program as protection against 
the costs of medical care, they do so in recognition of a number of things: 
First, they must recognize that whatever money the employer may contribute 
to the program is limited to money that he might otherwise spend for wages or 
other employee benefits such as pensions, life insurance, and the like. Thus 
there is a practical cost limitation.” 

Third, the argument is made that no skulduggery has been discovered in the 
employer-administered plans. This is nonsense for the simple reason that no 
systematic investigation has been conducted of such plans. Where even pre- 
liminary investigations have been conducted there is ground for some question 
as to the practice of the corporation involved. 

The Senate subcommittee dealing with health and pension plans was able to 
make a detailed examination of only one company-administered plan. This is 
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a plan in which the UAW has some direct interest. It is the General Motors- 
Metropolitan group-insurance plan. If the handling of reserves which was 
criticized by the Senate subcommittee can occur in a plan operated by a cor- 
poration so much before the public eye, what would happen if company-operated 
insurance plans were investigated. 

If employer-administered and/or level-of-benefits schemes were eliminated 
from the disclosure requirement, we would in effect be eliminating about 92 
percent of the welfare plans. 

Even in level-of-benefit plans, there is frequently a sizable employee contribu- 
tion. GM employees alone are contributing about $50 million a year to the 
insurance and health programs. 

There is also the argument that if you require disclosure of all welfare plans, 
there is no end to what the employer will be required to disclose—Christmas 
bonuses, Thanksgiving turkeys, coke machines, and so forth. It seems to us 
that the legislative draftsmen are capable of drafting a provision which will 
make it clear that Thanksgiving turkeys do not come within the scope of the 
legislation. 

Finally, employers, insurance agents, insurance companies, union and fund 
officers have all been involved in the situation in which wrongdoing has been 
disclosed. Virtue is not a monopoly of any particular section of the population. 
It is intolerable to argue that disclosure should be limited to those plans in 
which unions are administratively involved and unwarrantedly to assume thereby 
that most employers are intrinsically above all possible reproach. 


8. While Federal legislation should be limited to disclosure, State laws can be 
enacted or strengthened in the area of insurance practices and the enforce- 
ment of laws relating to the fiduciary obligation of trustees of health and 
pension plans 

The disclosure statute should be a Federal statute. A large proportion of the 
plans operate across State lines. We question the wisdom of subjecting these 
plans to the diverse disclosure regulations that may be adopted by a multi- 
plicity of State laws. If the States want the information they can get it under 
the Federal legislation being considered. 

This does not mean, however, that the States should be excluded from this 
area. On the contrary, there is an important role for State regulatory agencies. 
That role lies in the field of insurance practices and the enforcement of laws 
relating to the fiduciary obligations of persons responsible for the administration 
of these plans. If investigation reveals that existing State laws on the subject 
are inadequate, then we favor additional legislation. 

Crucial in any program designed to eliminate abuses in the administration of 
health and welfare funds, is the problem of commission payments. Split com- 
missions have been the single largest corrupting influence in health and welfare 
plans. Payment of unearned commissions, a practice protected and abetted by 
improper features of State insurance laws, are an unwarranted drain on funds 
allocated to health and welfare and have been the festering point for corruption. 
No legislative program that does not grapple with commission buses will get to 
the core of the problem. 

State insurance departments can profitably pay some attention to the character 
of the people who are licensed to serve as brokers and agents. The State 
government can also perform an important function by vigorously prosecuting 
those who fail to discharge adequately their duties as trustees and those who 
are collusively engaged with them. 


4. The Federal disclosure statute should be a separate statute with administra- 
tive responsibility lodged in the United States Department of Labor 


Health and welfare plans function in a union-management setting. The De- 
partment of Labor is the administrative agency best equipped by personnel, 
outlook, and experience to administer the statute. The Department of Labor 
has had long and extensive experience in making information available to the 
interested public and has the resources for research and analysis. We would 
hope that this statute would not be administered salely as a criminal statute 
but that the enormous resorvoir of data on health and welfare plans could be 
utilized to provide for helpful research and analysis. 

We see no merit at all in attaching the disclosure requirement to the Taft- 
Hartley law, which is already a conglomeration of disparate regulations, seeking 
as it does to deal with unfair labor practices, suits for breach of contract, in- 
junctions, filing of financial data, and Communist-dominated unions. Moreover, 
it would be extremely difficult to consider this proposal on its own merits for 
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inevitably we would get involved in a debate on the Taft-Hartley law itself, 
Our views on the Taft-Hartley law are well known, but these should be argued 
in a proper setting. 

Disclosure should stand on its own and not be interlaced with the technical- 
ities of any other statute. Disclosure should not be made a condition of access 
to the processes of the National Labor Relations Board or to exemption deter- 
minations of the Bureau of Internal Revenue. Our experience, particularly with 
the filing requirements of the Taft-Hartley law, suggests that only delay and 
confusion result when disparate objectives are entwined. 

We support disclosure through legislation. If there is willful noncompliance, 
a criminal penalty is provided. This, we believe, is the clean-cut way of dealing 
with the situation. 

Nor do we believe the Securities and Exchange Commission is the appropriate 
agency to administer this legislation. To be sure, it has had substantial ex- 
perience in dealing with disclosure of corporate finances, but health and welfare 
plans function in a setting with which the SEC has had little experience. 

We have stated the principles which are, in our judgment indispensable to 
sound legislative policy in the area of health, welfare, and pension programs. 

1. Full and comprehensive disclosure should be the guiding principle of Federal 
legislation. 

2. Disclosure should apply to all health, welfare, and pension plans. 

3. While Federal legislation should be limited to disclosure, State laws can be 
enacted or strengthened in the area of insurance practices and the enforcement 
of laws relating to the fiduciary obligation of trustees of health and pension 
plans. 

4. The Federal disclosure statute should be a separate statute with adminis- 
trative responsibility lodged in the United States Department of Labor. 

We concur with the views of the AFL-CIO on pending legislation as presented 
to your committee through Mr. Biemiller and Mr. Kirkland. In general, Con- 
gressman Thompson’s H. R. 487 and Congresswoman Green’s H. R. 4653 con- 
form to the principles which I have outlined in this statement. 

We prefer these bills to a series of bills (Congressman Reuss’ H. R. 6518, 
Congressman Ostertag’s H. R. 6650, Congressman Price’s H. R. 7607, and Con- 
gressman McGovern’s H. R. 8004, which, while otherwise acceptable, would 
lodge the administration of the act in the Securities and Exchange Commission. 
For reasons which I have indicated earlier, the United States Department of 
Labor seems to us to be a more sensible agency to administer the proposed legis- 
lation. On this point we agree with the Secretary of Labor’s position. And, 
except for details, we find the Secretary’s proposal generally acceptable. 

Congressman Frelinghuysen and Congressman Ostertag embody the revised 
administration proposals in their bills H. R. 7802 and 7960, respectively. We 
agree with the general principles. In several respects, however, we think these 
bills can be improved. We think more specificity in the statute itself is desir- 
able in respect to the information to be filed. The advisory committee concept 
providing for advice and counsel from the groups at interest is a useful admin- 
istrative device not contained in the administration proposals. 

We share the views of the AFL-C10 on H. R. 7030 introduced by Congress- 
man Frelinghuysen which would make certain acts in connection with health, 
welfare, and pension plans criminal acts under Federal law. I think we should 
defer criminal penalties at this time, for violations other than those for failure 
to file the required information, until we have had some experience with the 
disclosure legislation. If, in reviewing this experience, we find certain addi- 
tional criminal penalties necessary we should consider the problem at that time. 
In any case, criminal penalties imposed under State law should be able to deal 
with the problem of gross abuses until we can review our experience under the 
Federal disclosure statute. 

Legislation is necessary to require mandatory compliance with essential 
standards of honesty and the obligations of trusteeship. The AFL-CIO is in 
the last analysis a voluntary association of free unions. The ultimate sanction 
which the federation can apply is expulsion. And while it is admittedly more 
difficult for an expelled union to exist, unions in the past have, nevertheless, 
managed to survive outside of the federation’s fold, and in some instances, to 
continue the practices for which they were expelled. Moreover, the federation 
does not have the power of subpena; it cannot compel the appearance of wit- 
nesses and the production of documents. Its force in the last analysis is a 
moral force. It is clear that while moral force is important, it needs to be 
complemented by legal force. 
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One other consideration is important here. The AFL-CIO is a federation of 
national unions. It has no way to reach individual officers and local unions of 
national unions except through the national unions. Here again, with respect 
to certain practices, legislation is essential. 

The moral force which the federation can exert is by no means unimportant. 
In many ways it can achieve a measure of conformity the essential stand- 
ards of honest and ethical conduct which it would be unwise or undesirable for 
legislation to seek. The codes of ethical practices put into effect by the AFL- 
CIO executive council go much further—and necessarily so—than would be 
proper for legislation to go. These ethical practices codes are being enforced ; 
they are not mere paper declarations. 

But what is more important is that without overt enforcement through 
threat of disciplinary action, many unions are adopting codes similar to the 
federation’s code and many more unions are utilizing the codes to improve 
their practices in the administration of health and pension programs. Much 
progress is being made in this direction. 

Illegal wrongdoing is only part of the problem. The labor movement is con- 
cerned with more than adhering to standards of technical illegality. It is no 
disparagement of the efforts of the committee to assert that the larger task is 
that of the labor movement itself. 


Mr. Wurirenovuse. Before going further with my own statement, I 
would like to present some of the highlights of Mr. Reuther’s state- 
ment of the problem. I am now quoting from Mr. Reuther’s 
statement. 


The critical issue in controversy is the scope of any legislation to be recom- 
mended. Although we deal with this point in our discussion of the basic prin- 
ciples which should govern any legislation in this area, I want to stress at the 
outset that in developing suitable disclosure legislation, it is imperative, as Mr. 
Meany said—‘* * * It must apply uniformly and equitably across the board in 
all types of health, welfare, and pension plans, regardless of whether they are 
administered by unions alone, by unions and employers jointly, or by employers 
alone, regardless of whether they involve the establishment of a formal trust 
fund or merely involve the transfer of money to an outside trustee or insurance 
earrier, and regardless of whether or not they are established on a so-called 
fixed-contribution basis or a definite benefit basis.” This has become a key issue 
because of the unwillingness of some employer groups to submit to the test of 
disclosure which they prescribe for labor. As Mr. Meany says—‘“any distinc- 
tion that some might seek to make as among these different types of plans 
with respect to the opportunities for abuse that exist and the need for the 
creation of effective safeguards is entirely without foundation in fact, self- 
serving, and destructive of the objectives sought by disclosure legislation.” 

Opponents of broad disclosure argue that even if there is abuse in employer- 
administered or level of benefit plans, it does not matter to the workers since 
the employer has to make up the difference in cost. Persons who make this 
statement are either ignorant of the facts of collective bargaining or are attempt- 
ing to distort the facts. 

Employers charge off the full cost of their contributions to pension, health, 
and welfare plans against employees’ total economic gains in collective bargain- 
ing. When these contributions are unnecessarily high, whether because the 
employer has failed to purchase insurance diligently, whether because he had 
indulged in “featherbedding” or for any other reason, the result is to reduce 
the amounts available to the employees for wages, vacations, or other economic 
gains. The assertion that in a level of benefits plan the costs—proper and 
improper—do not directly affect the decision at the bargaining table is, as I 
have stated, ridiculous. Cost is crucial. If management seriously proposes to 
discard cost as an element in negotiations, I would like the opportunity to bargain 
with them solely on the basis of what level of benefits is adequate with the 
understanding that the cost of such benefits would not be taken into account in 
determining the total cost of the economic package agreed upon. 


That has been recognized by Mr. James L. Gillen, director of re- 
search for General Motors, which has a level of benefits plan. I am 
now quoting from Mr. Gillen: 


When an employer and his employees—or the employees through the union 
representing them—join to establish some kind of program as protection against 
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the costs of medical care, they do so in recognition of a number of things: First, 
they must recognize that whatever money the employer may contribute to the 
program is limited to money that he might otherwise spend for wages or other 
employee benefits such as pensions, life insurance, and the like. Thus there is 
a practical cost limitation. 


Finally, from Mr. Reuther’s statement : 


We have stated the principles which are, in our judgment, indispensable to 
sound legislative policy in the area of health, welfare, and pension programs. 

1. Full and comprehensive disclosure should be the grinding principle of Fed- 
eral legislation. 

2. Disclosure should apply to all health, welfare, and pension plans. 

3. While Federal legislation should be limited to disclosure, State laws can 
be enacted or strengthened in the area of insurance practices and the enforce- 
ment of laws relating to the fiduciary obligations of trustees of health and 
pension plans. 

4. The Federal disclosure statute should be a separate statute with adminis- 
trative responsibility lodged in the United States Department of Labor. 

Now, to continue with my own statement, Mr. Chairman, I will 
proceed. 

Chairman Barpen. Might I ask this question right at this point. 
That amazes me. We have had a great labor union spokesman here 
from the CIO and AFL, and the United Mine Workers, and those 
organizations have welfare funds amounting up into the billions. 
Why have you not made disclosure? That is what amazes me. You 
gentlemen control the actions of your executive committee and your 
heads of the unions, and you say all of this has been going on, and 
there is not a one of you that is not familiar with the actions of your 
various State setups, and have a great deal to do with these funds. 

The thing that amazes me is what Mr. Lewis said yesterday. Why 
should they have a law to make them do what they all say they should 
have been doing? They want to do it and there is certainly no law 
against it. 

Mr. Wuirenovuse. We have adopted a code of ethical practices. 

Chairman Barven. I am not talking about your code. I can print 
a code of conduct, but if I am going to keep on stealing and throwing 
away some money that is in trust with me, my code does not do me a 
bit of good. 

Mr. Wurrenovse. Well, in an effort to explain, that is the only 
way that we can have disclosure, is to make it against our code of 
ethics not to do so. That we have done, and I would like to remind 
you, Mr. Barden, that only a half of 1 percent of this total of all 
funds, being around $34 billion, is fully union controlled. All of 
the rest are union-management controls, 714 percent and 92 percent 
are entirely by management. We cannot do anything about those. 

Chairman Barpen. Let me tell you this. More than one half of 1 
percent is arrived at at the bargaining table. Why do you not put 
other things in these contracts, in these welfare funds, and they are 
arrived at by bargaining. Why do you not put a paragraph of 
decency in there, as many of you call it, for disclosure, and go ahead? 

Mr. Wutrenouse. We have, Mr. Barden. We have in many of our 
contracts, as far as we could go with it. After all, the bargaining 
table is a two-way street. We don’t control the entire thing. We 
only control half of it. 

Chairman Barpen. Why do you not do it with what you do con- 
trol? That is what bothers me. 
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Mr. Wutrenouse. We have to the best of our ability. 

Chairman Barven. Well, do you admit that you do not have the 
ability ? 

6 We do not have the ability in that direction that 
the United States Congress has. 

Chairman Barpen. The United States Congress has enough chil- 
dren. 

Mr. Wurirenovuse. Sir? 

Chairman Barpen. The United States Congress has enough chil- 
dren to look after. You folks are grown men, and you know more 
about your business than we do. I do not understand why you come 
here and tell us that you cannot do these things that you know should 
be done, and they are the right things to do, and the honest things to do. 
They will suppress crookedness and thievery and doublecrossing and 
stealing without Congress passing a law to make you do it. That is 
what bothers me here. 

Mr. Wuitenovuse. The proof of the pudding is in the eating. 

Chairman Barpen. I do not want that kind of pudding to eat. I 
want a different brand. I do not like to be fed every morning on 
Federal law instead of corn flakes. 

Mr. Wuirenouse. Had we been completely successful, you would 
not be considering this bill. I remind you that your committee would 
not be sitting here and neither would we be here, and I remind you 
again, 92 percent are governed unilaterally by management. They are 
not unilaterally set up, but unilaterally controlled. 

Chairman Barpen. Mr. Lewis of the United Mine Workers, which 
has some $130 million in their welfare fund, and this committee has 
been pretty diligent in looking that over, our investigators looked 
into that and we analyzed their questionnaire, or the answers to the 
questionnaire, and so forth. We cannot find one single thing wrong 
with the handling of those funds. 

Now, I do not pass upon the conduct of affairs of the various or- 
ganizations, but it seems to me that some that we have looked over 
and found glaring and horrible illustrations of misconduct could well 
afford to adopt some of these things to clean up their own houses. I 
think that you are in a better position to control your own household 
than Congress is. 

Mr. Wurrenouse. We agree with you, or I agree with you 100 per- 
cent, and we have taken steps to do it. But I repeat, Mr. Barden, I 
think that you are overlooking the fact that our house is just a very 
small part of the whole thing. We admit we do not have all of the 
saints, and we certainly are going to stand four square that we do not 
have all the sinners. We took steps, as Mr. Biemiller’s testimony 
stated. We had resolutions before 1955 and in the 1955 merger con- 
vention we formed a resolution that was a basis of all his testimony. 
We have taken steps, very forward-looking steps and great strides 
toward cleaning up our own house. 

Chairman Barven. Of course, I will not belabor the point, but no 
one could make me believe for 1 minute that the union heads do not 
know more about the conduct of these funds than at first glance one 
would think from reading a statement or listening to the testimony. 
I do not think that you can wash your hands quite clean of your re- 
sponsibility. If you can, I do not think the national leaders are quite 
fulfilling their job. 
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Mr. Wurrenovuse. We are not attempting to, and if anything | 
have said indicated to you that I was attempting to, I would hasten to 
correct it. We are not attempting to whitewash ourselves, or to make 
any accusations about management. That is not our purpose here at 
all; at least it is not my purpose. I am pointing out, though, my 
views and that of the Industrial Union Department on this impor- 
tant matter, since your committee is considering it. 

Chairman Barpen. Mr. Whitehouse, the committee wants to do 
its job, and wants to handle its responsibilities. However, I happen 
to be one of those that believe that we must not abandon our own 
responsibility for everything, even our own conduct, and look to Con- 
gress to correct it. I think, as I said yesterday, and I feel it very 
strongly, there is more danger in this country from ov erlegislation, 
too much legislation, than there is from too little. If there is some- 
thing necessary for Congress to do, we will try to do it. But, as you 
say, about the bargaining table, it is a two-way street. You have a 
very serious responsibility. You have the labor movement, some 
17 to 20 million people, and you do not hesitate to remind a Member 
of Congress when legislation is favorable to you of the fact that you 
carry that much power. You know well that is true. I have been 
told that some million times in the 20 years, I reckon. But the thing 
that amazes me is that you do not stress much the fact that sociey, 
organized society, expects you to assume a proportionate amount of 
responsibility along with that power. 

Mr. Wuitenouse. We are doing everything that we can do, at 
least I am, as a responsible part of this. 

Chairman Barpen. If your labor heads are doing everything you 

can, and society must protect itself through the legislative body, then 
that is the time to move. I am not thoroughly “convinced that we 
are doing everything or that the organizations are doing everything, 

Mr. Wurrenovse. Labor itself has no subpena power, and we do 
not have the power. 

Chairman Barpen. You have the biggest club I know anything 
about. It will make a subpena look like a cigarette wrapper. 

Mr. Wuirenouse. You are making us bigger than we are, Con- 
gressman. 

Chairman Barpen. You are pretty good sized fellows. I have 
found that out. 

Mr. Wuirenouse. You ought to be down with the AFL-CIO, and 
you are doing a good selling job for us, better than I know how to do. 

Chairman Barpen. I am more for you than you might think. 

Mr. Wurrenovusr. I consider you our friend, and I have told you so 
a number of times. 

Chairman Barpen. What I am saying is not any better for me 
than it is for you, and the millions of people that you say that you 
benefit, and you do. You do benefit them. 

Mr. Wier. I sat here with interest listening to this subject, and 
I think that I have a pretty clear picture of what brings this climax 
in the spotlight. It is not as easily accomplished pe rhaps as we in 
Congress would like to see. The American Federation of Labor for 
years and years had a policy with its 132 autonomous international 
unions giving them complete jurisdiction of policies and everything 
else. It was not until just this recent exposure that I ever saw the 
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AFL take a position of setting up a policy dictatorial over every 
affiliated local union with a threat of kicking it out. That is some- 
thing foreign to the AFL. 

Now you mentioned the necessity for law in this case. I have 
some question about it, too. But, nevertheless, we have had to meet 
this same kind of a situation in prior years. If it had not been for 
the few promotional and exploiting investment houses and stock 
dealers, we would never have had the problem of the SEC. That 
is the Securities and Exchange Commission. There again we found 
misdeeds and unbecoming acts taking place. So the Congress had 
to pass the legislation of SEC to regulate the sale of stocks, and 
the policy of the businesses. There is a similar situation here. I 
think the AFL has taken a long step in saying to every union affiliate 
that these are actions your international is going to have to take to 
stay within the American Federation of Labor and the CIO. 

Now, take the United Auto Workers, and they have locals all over 
the United States. You probably have 2,000 individual locals under 
the direction of your international union. All of those locals have 
certain autonomies, and they operate under a set of bylaws that, as 
long as they do not conflict with the bylaws of the international, 
they are free to operate under them. 

I do not think at the top of these international unions, the 132 or 
now about 150—that this fester shows up. It is out in the local 
organizations that are rather loosely operated, over which the inter- 
national has never taken any particular actions to keep them in 
line. The unions have depended upon their democratic action to 
operate in accordance with the international bylaws. 

With the exception of 1 or 2, and let us take the teamsters, with 
all of the fire that is under Beck, it is not under the international 
office on the union welfare funds. Itis under the local funds. That is 
the dues funds. I do not think that a finger can be pointed in the 
teamster situation that the welfare funds have been abused. It is these 
joint council funds in practically every case. 

So I think that the labor organizations have taken a much stronger 
position than I ever expected them to take, over my international, or 
your international, and every other international, that we are just 
not going to tolerate this condition. 

Mr. Wurrenouse. That is right. 

Mr. Wier. And it is your responsibility to see that our local unions 
do not tolerate it. Now, that just does not happen overnight. I can 
see the position Mr. W hitehouse is tr ying to take here, that this volun- 
tary setup of labor organizations is not as controllable as perhaps 
a lot of us would like to see it. Democracy certainly is one of the 
problems that you have to deal with in a local union. That is true of 
any local union. 

Mr. Hotianp. I think our approach that there is no dishonesty in 
business in the administering of these welfare funds, and if any 
dishonesty exists, it exists with labor, is entirely wrong and inade- 
quate. I come from a union that—— 

Chairman Barpen. Let me interrupt the gentleman. If you have 
that impression from what I said, it is not true. 

Mr. Hoitianp. Up to date we have emphasized unions, and union- 
welfare funds. I belong to the United Steel Workers of America. 
We have nothing to do with the administration of our welfare funds. 
The auto workers have nothing to do with the administration of their 
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welfare funds, with the large auto factories. The IUE has been trying 
to get into their contract that disclosure would be had of all of the 
funds by the General Electric and the Westinghouse Electric, and all 
of the other large electrical corporations. I think the greatest amount 
of the big money in these funds does not exist in labor funds. 

Now, to compare the way it is handled in the industrial unions, to 
compare the way it is handled by the mine workers, you have to bear 
in mind that the mine workers’ funds are based on sé ules and not earn- 
ing power. In all of the other unions, it is based on earning power 
because the earning power of the men has supplied it as a part ‘of their 
salaries. 

I think we ought to be very careful that we do not have a wrong 
picture. All welfare funds are controlled not by the unions but all 
of the big welfare funds are controlled by corporations. 

Mr. Fretincuuysen. Mr. C hairman, could I interrupt at this point? 

Chairman Barpen. I will recognize you in just a moment. 

Mr. Holland, I know you do not intend, and I make no accusation 
against you, but I happen to be one that is pretty strong for the bar- 
gaining table. I think that is the best way to settle it. I happen 
to be one that believes that unions can operate better without having 
the Federal Government directing their every act. The further the 
Federal Government steps into the operation of organized labor, the 
less bargaining rights they are going to have, and the more we are 
going to interfere with the bargaining table. 

Mr. Wier. I will say amen to that. 

Mr. Hotianp. I will agree to that. 

Chairman Barpen. It is true, and the minute we begin to go into 
this you are looking for trouble, and I just want to be sure that T alert 
some of the folks to what is going to happen. You may come into the 
legislative committee and make a request and then you can go home 
and worr y about how much of it you are going to get and how much 
you do not want to get that you are going to wind up with. You 
do not always get everything that you want when a piece of legisla- 
tion goes through the legislative body. Nine times out of ten you are 
going to get something you do not want. Now, all I want to do is 
alert. you that you are setting in motion something that you may 
have some difficulty in controlling later on. 

Mr. Wier. I learned a long time ago that what Congress can give 
you, it can take away from you. 

Chairman Barpen. You are so right. 

Mr. Hotianp. I would like to add one thing. I agree with what 
you have said, and I am one of the old-time |: abor leaders that believe 
in that. Let me tell you another thing. If you had the notes of the 
negotiation between the General Motors and Westinghouse Electric 
and the steel companies, you would find that they tr ied to negotiate 
an exposure of the funds, how handled and what is done with them 
to the members. But they were unable to get that at the bargaining 
table. 

Now, I will go a little further. 

Chairman Barpen. If you had the notes on the last lawsuit I tried 
after I had practiced law for some 20 years, and you would reach 
all kinds of conclusions, one you would think that I thought the 
man I was suing was a bum. Well, he may have been just as fine a 
fellow as you. 
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Mr. Hotianp. There was negotiation on the subject. 
Chairman Barpen. I did not every time get everything I sued for. 
artley law and let every- 


Mr. Hotianp. I would repeal the Taft-f 
body get out of the labor problem. 

Mi . FRELINGHUYSEN. Sometimes it sounds as if we were trying to 
ask for legislation to help in the bargaining process, and I do not 
think that that is basic: ally what we should be doing. I would 
like to get back to the witness and see what his views are on the 
problem which the chairman raised, and which was raised very elo- 
quently yesterday by Mr. Lewis. That is this basic question of 
whether there is possible danger of overlegislation in this field. 

Mr. Lewis, if you read his testimony of yesterday, Mr. Whitehouse, 
talked about. the importance of free enterprise in connection with 
this problem. He minimized the problem in my opinion, but he 
said that there was a greater danger of a police state, in effect, and 
I am probably misquoting him. If he were here he would object to 
my description of it. 

But how do you feel about this question of free enterprise, and the 
importance of the union movement doing what it can to clean its own 
house, and not looking to legislation as an important weapon in this 
processs ¢ 

Mr. Wurirenouse. I stand foursquare behind the premise that or- 
ganized labor is the greatest protector and builder of our free enter- 
prise system, American free enterprise system, that there is in exist- 
ence. I take a back seat to no one in being strongly for this, and 
for the least amount of Government that we can have. 

I believe in men of good will, and we certainly have demonstrated 
that this form of government that we have, with its checks and bal- 
ances, is the greatest there is. But we are also just testifying, I 
would like to remind you, on nothing but no regulation other than 
full disclosure. That is all. 

Now, there is a danger of Congress going further. You gentle- 
man will have to judge that. But you will find, I am pretty sure 
that everybody from the AFL-CIO, ‘and I do not want to purport to 
speak for John L. Lewis in any way, shape, or form—he is used to 
speaking for himself, and he is not a ‘member of the AFL-CIO, and 
he is not affiliated, but certainly you will find nothing in any of the 
testimony of anyone who has testified from AFL-C 10 either in the 
Senate or in the House on this full disclosure that even suggested any- 
thing other than full disclosure, period. 

We do not want any regulation or control over investments and 
things of that sort. All we are saying is that of the bills that have 
been introduced, we favor those that call for full disclosure, period. 

Mr. FretincuuyseNn. You think legislation is necessary in order to 
limit the danger of abuse and of corruption in the handling of these 
funds; is that right? 

Mr. Wuirenouse. This is brought out by investigations that have 
shown some abuses, and has been well pointed out here. We started 
a good while ago and they do not happen overnight, and you do not 
order American workers around, you know, by pointing a finger at 
them. Ina democracy it takes a little time to arrive at it. We have 
arrived, and I hope each of you gentlemen have a copy of our ethical 
practices code, and they mean something. They caused Dave Beck 
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to be thrown out and several other unions to be thrown out of our 
body. If you have any conception of labor, that is earthshaking and 
a tremendous accomplishment. We are proud of it. 

If we threw the head of the biggest affiliate out, we certainly feel it 
speaks well for us. 

That was done for a violation of those codes. All we are asking is 
this. We know we do not have subpena power, and we cannot force 
the big companies especially to make full disclosure. If there is go- 
ing to ‘be a disclosure of any sort, we want that to be full by all types 
of health, welfare, and pension funds. 

Mr. Fretineuuysen. I will be glad to yield to Mr. Nicholson. 

Mr. NicHotson. What you want Congress to do is to pass a law to 
audit the books of these companies? 

Mr. Wutrenovse. Oh, no. It is not to audit the books. It is to 
have reports to give full disclosure of the state of these funds. 

Mr. NicHotson. Well, they make a statement and it is carried on 
their books as to how they have laid aside for the different funds that 
you bargain for, and they have agreed to. How are you going to do 
it unless you audit their books? 

Mr. Wuirenovuse. There are several bills, and Mr. Biemiller testi- 
fied at some length on the bills that we think cover that point very 
well. They are “HL R. 487, known as the Thompson bill, and H. R. 
4643, the Green bill. We think that the qualities and requirements 
expressed in those bills would do the job. 

Mr. Frevincuuysen. As you know, I have a bill which would re- 
quire full disclosure, and so I am not trying to ask you embarrassing 
questions, but I wonder if you could tell me in a sentence of two why 
you think disclosure would be of value. I am referring to full dis- 
closure. 

Mr. Wurrenovse. I think it is the greatest thing, and the best way 
I can put it is—— 

Mr. Fre_incuuysen. Is there any part of your statement that would 
indicate that. I am not trying to embarrass you, but I am trying to 
figure out why it is that you suggest disclosure is important, but you 
talk about the danger of anything more than mere disclosures. I 
am trying to find out what the basic statement is. 

Mr. Wurrenovse. I say danger until we have had several years of 
full disclosure. 

Mr. Fretincuuysen. Could you expand on that, either in your 
statement or informally, and tell us what the value of disclosure itself 
is? 

Mr. Wuirenovuse. Sunlight kills germs, if there are any, and if 
there are not any, I do not see any harm. 

Mr. Fretincuuysen. You mean it would expose abuses and cor- 
ruption. 

Mr. Wurrenouse. If there are any, and I am not charging that 
there are. 

Mr. Frevincuuysen. We know there has been a certain amount of 
it. 

Mr. Wuirenouse. Some, and we think if there had been full dis- 
closure in those that have been disclosed, it would have acted to fore- 
stall them, and as a deterrent. 

Mr. Frectincuuysen. That is my point, if part of our problem is 
to forestall or prevent abuses or reveal them, why should not we also 
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concern ourselves with the imposition of penalties if a discovery of 
that kind is made? In other words, I would like to know why you 
feel there is a danger of anything more than disclosure? Part of the 
administration proposal is to provide a penalty and I am wondering 
whether the penalty part of this is not a very important thing. 

Mr. Wurrenouse. We feel the penalty should be for failure to 
obey the law as written, and make disclosure, but any other penalties 
we feel should wait the test of experience under the full disclosure. 

Mr. FrectinaHuysen. Are you going to testify to that ? 

Mr. Wuirenouse. After I finish my statement, I believe it will 
clear up some of the questions or answer some of the questions in my 
statement. 

Mr. Wier. Before you get off that, Mr. Whitehouse, let me ask you 
a question or two. You are from the United Auto Workers, are you, 
directly ? 

Mr. Wuitrenouse. I did not get your question. 

Mr. Wier. Are you from the United Auto Workers ? 

Mr. Wuirenovuse. I am from the United Steel Workers, and Mr. 
Lesser is from the United Auto Workers. 

Mr. Wier. In either case, they operate under the same policies. 
In either case, you bargain at the bargaining table for certain bene- 
fits, such as vacations, hospitalization, insurance, pensions, retire- 
ment, and so on. ‘Those are written into the contract. Are the 
operation and the function of making the payments and arriving 
at eligibility, all in the hands of the employer ? 

Mr. Wuirenouse. Not arriving at eligibility. That is spelled out 
in the contract. 

Mr. Wier. That is spelled out in the contract ¢ 

Mr. Wuirenovuse. Eligibility and the benefits are in almost every 
contract. 

Mr. Wier. In other words, the employer handles the whole wel- 
fare program, the same as he handles his payroll. He gives it out. 

Mr. Wurtrenouse. Certainly not with any union, any bona fide 
union, I would think. 

Mr. Wier. You ought to have some knowledge of these welfare 
funds when you have grievances over eligibility. 

Mr. Wurrenouse. Yes, we have grievances over the contract. 

Mr. Wier. The contract. pertaining to welfare funds? 

Mr. Wuirenouse. Yes, sir. 

Mr. Wrer. When a man feels he has reached the eligible pension 
age, and he is denied it by the employer, that means arbitration or it 
means grievances, does it not? 

Mr. Wuirenovuse. It means a grievance, and in most cases ending 
in arbitration, if the two parties to the contract cannot suitably dispose 
of it. 

Mr. Wier. Now, beyond that, you have no control at all or no voice 
or no participation in the payment of the welfare funds any more 
than you have with the payroll ? 

Mr. Wutrenovuse. That is right; generally speaking, you are right. 

Mr. Wier. Well, other big unions like the teamsters have joint 
operation of the welfare funds where the local union has a voice in 
the eligibility and the payments and the correction of the revenue. 

Mr. Wuirenovse. A lot of them run them themselves. 

Mr. Wier. Necessarily, then, your setup is quite different from those 
in unions where the local unions all over the United States negotiate 
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the contract with representation participating in eligibility and griey- 
ances, disposition, and collection of the funds. 

Mr. Wurrenovse. That is right. 

Mr. Wier. I do not know how a charge could be made in any case 
where funds are under the management of management as in the 
steel companies and the auto companies, and perhaps some more 
of the larger unions. I do not know how any charge could be made, 
because you have no knowledge beyond the little grievance that you get 
that the man has been denied injury. 

Mr. Wuirenovuse. You are very right. 

Mr. Wier. Or has been denied the retirement. 

Mr. Wurrenovse. That is right. 

Mr. Frevincuuysen. If I still have the floor, Mr. House had a few 
questions on the line of questioning that I was asking Mr. Whitehouse, 
and I will be glad to yield to Mr. House. 

Mr. House. I simply wanted to clarify the point that I thought 
Mr. Frelinghuysen was making. When you say you are at the present 
time not advocating any substance of regulation with respect to abuses, 
can we understand that the area of abuses perhaps can be divided in 
two, abuses for example like embezzlement or stealing or fraud, 
matters about which there is no reasonable debate, and can we under- 
stand that you are not opposed to the outlawing of the outright viola- 
tion of the trusteeship duties of a fund administrator or trustee where 
it encompasses such things as stealing or fraudulent diversion of 
money ? sit 

Mr. Wuirenovsr. I think that is already well covered in State 
laws. Weare opposed to any penalties or criminal penalties, criminal 
or otherwise, on the operation of the funds until we find out first 
what full disclosure will show. We are not charging that there is 
anything wrong in these funds, and we are making no accusation. 
But we think the public interest is big enough in something that 
controls in excess of $30 billion, and is growing at the rate of $2.5 
billion a year, we think the public interest, and I do not think there 
is a man, woman or child in the United States that is not affected by 
that much money under different types of funds, that is health, wel- 
fare, and pensions. I think there is an overriding interest, and I 
think this thing has gotten so big now that the entire public is in- 
terested. 

Mr. Frevincuvysen. But again the Federal Government has an 
interest in prosecuting when certain abuses take place. As Mr. Lewis 
pointed out yesterday, the Justice Department has already brought 
suit in a number of cases. The Secretary of Labor has said that the 
Justice Department feels that specific penalties should be provided in 
anv legislation such as we are considering here to enable them to be 
more aggressive in following up where abuses are revealed. That 
is specific abuses like stealing and embezzlement, such as Mr. House 
referred to. 

Mr. Wuirenouse. We have never objected, and in fact we have tes- 
tified for the provisions in the Douglas bill, that do touch on embezzle- 
ment. 

Mr. Frevincuvuysen. I do not know what the Douglas bill provides. 
Does it have specific penalties ’ 
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Mr. Lesser. That is my recollection, that there is a provision in 
there, which would make embezzlement, the type of abuse that 
you are speaking of sit le 

Mr. FretincHuysen. Your position is not entirely negative about 
the advisability of some kind of specific penalty being included ¢ 

Mr. Lesser. It is more in the area of regulation that would inter- 
fere with the bargaining process that would control the content of 
health and welfare and pension plans, and that would set up a whole 
new area of criminal penalties covering this type of program. As 
pointed out in the testimony, we do not think that that should in- 
terfere with the operation of disclosure legislation as such and we do 
think that after some experience with disclosure and review of the 
plans that are filed, Congress will be in a much better positon if it so 
desires to go into other areas. 

Mr. Wartnwricut. Do you think there is anything specifically in 
the Frelinghuysen bill as opposed to the Green bill or the Douglas 
bill that would interfere with regular collective-bargaining processes ? 

Mr. Lesser. I am not too familiar, unfortunately, with the details 
of your bill, Congressman Frelinghuysen, and we will be glad to sub- 
mit a statement on the specific details. Certainly, as pointed out, 
though, we do not. object to provisions with respect to embezzlement 
and stealing as such. 

Mr. Warnwricut. As Mr. House’s question typified, there are two 
principal fields; one is where the trustee makes an honest mistake or 
an honest mistake in judgment which could be made by the average 
man. The other is where a fellow dips into the till and takes money 
out. It is that type of abuse which I think this committee is more 
particularly interested in, rather than the human error in judgment. 

Mr. Lesser. We have no objection to that, and I recall Congress- 
man Frelinghuysen’s bill, which does embody the proposals made by 
Secretary of Labor Mitchell, his revised bill, it would have substan- 
tially the same penalties on embezzlement as are contained in the 
Douglas bill. 

Mr. Warnwaicur. That is correct. 

Mr. Wier. Let me ask either one of you this question. Perhaps I 
know your answer. Under this whole proposal do you favor a joint 
control of these trust funds in which the union participates as well 
as Management, as against management making available all of 
these benefits in accordance with the contract that you have agreed 
to? Do you feel that the unions ought to take over joint manage- 
ment of these welfare funds? 

Mr. Wuitenovse. I do not understand quite what you mean by joint 
control. 

Mr. Wier. We have a picture here of where collective bargaining 
contracts carry benefits for union welfare, all of the way from 2 bene- 
fits to 6 or 7 benefits. In many of the large industries, they are man- 
aged entirely by management in accordance with the provisions in 
your collective-bargaining contracts. 

On the other hand, many large industries have set up joint opera- 
tion of the same welfare and the same benefits. The only charge that 
I have heard leveled here at the management-operated funds is the 
charge that perhaps management is making some additional revenue 
which might hurt the full amount that the eligible employee might 
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receive if there was not some kickbacks or something of that nature 
with management. 

Mr. WurrenHovse. That is so, but we are not advocating any bill at 
this time to do anything about that. We leave that to the field of col- 
lective bargaining. W That we feel is that if there is full disclosure 
of these funds, that one step is enough at this time. That is one 
objection we have to the Frelinghuysen bill, is that it does not spell 
out in detail enough what this disclosure should be. It does not do 
that like the Thompson bill and the Green bill. 

Mr. Wier. I am just wondering about the exposure bill, because 
the provisions of your contract including the welfare and benefit pro- 
visions is any different than the manager’s ability to pay the wages 
that he stipulates and gives you the house that he stipulates in that 
same contract? As long as a union, international or local union, is 
getting the benefits that are provided in the contract agreed to by both 
parties, I am just wondering what the disclosure would do, if that 
is all you want ? 

Mr. Lesser. One thing, Congressman, when you get into the pen- 
sion, health, and welfare field, it is different than “the payment of 

wages, vacations, and things like that, because you get the introduc- 
tion of a third party into the process ; namely, the insurance company, 
the bank, the trustee of the pension fund, and whoever is handling it. 

Now, you get that new element into the picture. Secondly, w hether 
or not the sole issue is not whether or not as Mr. Whitehouse pointed 
out, whether the individual gets the benefits, what the costs are is 
important because even in a level of benefit plan the cost of that 
benefit is part of the cost of the total economic package. If it costs 
5 cents an hour, instead of 3 cents an hour, there will be 2 cents less 
that is available for the additional wages, vacations, or some other 
direct payroll item. 

Mr. Wier. Does not this contract that you have entered into with 
management—detail or itemize what I will get per week when I re- 
tire after my 20 years at my 65 years of age and when I go to the 
hospital ? 

Mr. Lesser. Yes, the benefits. 

Mr. Wrer. If I am hurt on the job, does it not say that I will get 
the full wages or two-thirds of my full wages? Are not all of those 
things stipulated in your contracts? 

Mr. Lesser. The benefits are stipulated in the contract, and the 
amount speaking of most of our contracts in the auto workers and 
the amount of employee contribution, is also stipulated. 

Mr. Roosrvett. The difference, if I may point it out, is that on a 
figure dealing on a week-to-week or month-to-month basis, but you 
asked if they were the same thing as payment of wages as agreed to. 
With the benefits, the benefit may be deferred 20 years or 15 years, 
and in the meantime in each of those years the individual may have 
had withheld from him certain things that would have accrued to him, 
and then at the end of the 15 years that would happen. 

Mr. Wier. He just answered that question in the negative. He said 
their benefits are stipulated that at age 65, after 20 years of service 
and Roy Wier retires from the Republic Steel Co. by terms of the 
provision, he shall receive so much a month. 

Mr. Wuarrenovse. That is right. 
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Mr. Wier. No matter what the employer does. That is no matter 
what he does. United States Steel is certainly conniving right now 
on steel increases; and they are asking for $6, and they will get #4, 
and labor will get $2 of the $6. 

Mr. Warnwricut. Will you yield? 

Mr. Wier. I just wanted to try to find out just what they are driv- 
ing at. 

r. WarnwricutT. Let us carry the question one step further. I 
would like to understand, and I think that is Mr. Roosevelt’s point, 
what is the worker’s interest in a management or solely management 
operated fund? Does he have a beneficial interest at the end of a 
week or 2 weeks, or at the end as Mr. Wier suggests of his lifetime? 
That probably is a question which is different in every single contract 
that is entered into, and I don’t think really that it plays a key part 
here. 

What would play a key part is as to whose funds those are, and if 
those are solely management’s funds administered by management, 
I gather it is labor’s position that at this time they do not feel that 
they want to interfere with that any more than necessary. That is one 
of the reasons you are supporting the bills that are before us. 

Mr. Wurrenovuse. We do not agree for a moment that those funds 
are the company’s funds. They are the employees’ funds, and with 
management administering them. But they are the employees’ funds. 
Many times they are deferred wages. I have myself participated in 
the negotiating plans at which it was put up to the employees by the 
employers, “I have got 6 cents to give you; you can take it in pensions 
or on salary, and you vote for it.” 

That is the way the people voted, and if they took it as pensions, that 
is theirs. At least they are concerned about it. They are planning 
their retirement or they are being taken care of when disaster strikes. 
Their wives and kids are concerned about it. It is just unthinkable 
you know, to call them company funds per se. 

Mr. Warnwricut. What happens if a company, we will take United 
States Steel or Republic Steel, goes bankrupt ¢ 

Mr. Wuirenouse. We are all in an awful fix if they do that. 

Mr. Wartnwricut. We will take a smaller company that might well 
go bankrupt. The question is, what right does the worker have in those 
funds or in funds, and we have not determined yet whether they are 
management funds or not. That is something I think again we 
cannot determine here, that you have to go to court to determine. The 
union would bring an action against the trustee in bankruptcy in 
behalf of its members to recover the funds under the bargaining 
agreement that you have. 

Mr. Wuirenovse. I quite agree with you to that extent, that these 
plans are negotiated under all sorts of conditions. We know how 
many plans there are, but we do not know the conditions under which 
they have been negotiated. If they were all with United States Steel 
and General Motors, we would have to say that they are on a pretty 
sound basis, perhaps, insofar as the fear of bankruptcy or things of 
that sort. However, there are many funds that are with marginal 
companies, and are negotiated under all sorts of conditions, and we 
could not paint that picture for you because no one has that exact 
picture as to all of the conditions. That is another reason why we 
feel that full disclosure, is the employer putting an IOU in, and things 
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of that sort, is the fund shaky, if he has to make a full disclosure or 
statement on it, we think that if there are any IOU’s and things of 
that sort being put in, it will act as a deterrent. 

Mr. Warnwricnur. Let me ask another question right there. Mr, 
Holland pointed out earlier that the largest percentage, and I believe 
you did, too, the largest percentage of all of these funds are unilateral 
funds operated by management. I wondered if you either knew from 
personal experience or whether the union knew whether any of these 
unilateral management funds had been corruptly handled. I do not 
mean whether there have been mistakes in investment, because that can 
be made by both union and management, but whether there had been 
dipping into the till. 

Mr. Wuirenouse. We are making no charge. 

Mr. Warnwricur. Do you know of any that would fall into that 
category, because it is very important to us to learn whether manage- 
ment has been abusing its privilege in these unilateral funds that have 
been set up. 

Mr. House. Would the gentleman yield for a clarifying question ? 

Mr. Wier. Let me make one announcement here, to the witnesses, 
and to the audience here. There are certain members of this com- 
mittee that have to appear before the Rules Committee at 11 o’clock, 
on the school construction bill, so that is the reason some of our 
members have left. 

Mr. Wuirenovuse. Mr. Chairman, might I suggest that if I finished 
reading my testimony, it might answer some of the questions that 
some of the committee members have in mind ? 

Mr. Wier. If you believe it will, go ahead. 

Mr. Watnwrieut. Could I finish that one question before we go 
into that? I think that is quite an important question. Do you 
want me to repeat it ? 

Mr. Hovsg. Would you yield for a clarifying point? In this dis- 
cussion, there seems to be a confusion in reference to management oper- 
ation where there are funds and where there are no funds. 

Mr. Warnweicnut. I am talking about where there are funds, and 
where the management is acting as trustee or trustees have been ap- 
pointed or a bank or an insurance company have been appointed as 
trustee under a trust agreement, or bargaining agreement entered into 
with labor. 

Mr. Housr. My impression is that the witness has been attempting 
to describe what he calls the possibility of abuses in situations where 
there are no funds, and the situations that Mr. Wier was talking about 
where management makes a promise, and in effect gives its promissory 
note to supply certain benefits. 

The question that had been indicated by I think Mr. Roosevelt and 
the witness and Mr. Wier arose as to the utility of disclosure and the 
elimination of abuses where there were no funds but simply a pre- 
determined benefit promise. I am trying to avoid confusion. 

Mr. Wartnwraicur. I am talking about where there are funds, and 
I am trying to find out whether the leaders of a very powerful union 
know of abuses, because it is something that should be exposed and 
corrected if that is so. 

Mr. Roosrvett. When you answer Mr. House’s question, will you 
make clear to me whether there is any basic difference between this 
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so-called funds and no-funds business? In other words, I do not 
see the difference. If you do not have a fund, you have nothing but 
a promissory note, and actually you do have a fund, that is what you 
said, because you are withholding something that otherwise would 
have been given in the way of wages or something else. 

Mr. Wurrenovse. I know of no plan, and there may be one, but 
I know of none where a union has negotiated that there is not a specific 
statement about some funds being set aside. 

Mr. Watnwricut. That is right. 

Mr. Wuitrenouse. There may be, and I suspect that in some of the 
unilaterally established funds that may be so. 

Mr. Warnwreicut. That is not the kind I am talking about. 

Mr. Wurrenovse. But I cannot conceive of a union negotiating 
that sort of a contract that says there would have to be no putting 
aside of money. 

Mr. Warnwricut. Particularly in ashaky company. 

Mr. Wutrenovuse. When you sit across the bargaining table, we get 
into costs. We get down to mills in the bargaining, and as I read 
excerpts from Walter Reuther’s testimony here, that Mr. Gillen of 
General Motors recognized that, and he said that this is a field of 
costs, and when an employer and his employees or the employees 
through the union representing them join to establish some kind of 
program as protection against the costs of medical care, they do so 
in recognition of a number of things. 

First they must recognize that whatever money the employer may 
contribute to the program is limited to money that he might otherwise 
spend for wages or other employee benefits, such as pensions, life 
insurance, and the like. Thus there is a practical cost limitation. 
This is what makes it a great concern of the employees. They have 
had to decide, through the crucible of discussion and of democratic 
vote, as to how they will use that money. If they voted because of 
their desire for protection in time of distress or when they are too 
old to work and too young to die, then they are concerned about it. 

We feel that the funds have now gotten so big, in excess of $30 
billion, that not only is the employee directly affected, and his family 
concerned, but the public itself is concerned. 

Mr. Wartnwricut. Now that we have arrived at the type of funds 
that we are talking about, and we have recognized that labor has a 
specific interest, whether it is a vested interest or not, let me repeat 
~ question and get an answer. Do you know of any specific cases 

where management has abused the type of fund which we have 
described ? 

Mr. Wuirenovuse. We know of cases where management has stated 
costs higher than they were, and things of that sort, but we do not 
know of any cases if you are talking about embezzlement or putting 
IOU’s in, or things of that sort. We do not know. 

Mr. Warnweicut. Thank you. 

Mr. Wutrenovse. I will put it this way. I do not know. 

Mr. Warnwricut. Well, you represent a large and powerful seg- 
ment of the labor field. 

Mr. Lesser. As Mr. Whitehouse says, we have situations where we 
think the costs have been excessive. 

Mr. Warnwricut. That is bad judgment, and I am not talking 
about that. 
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Mr. Lesser. Whether it is bad judgment or lack of picking the 

cheapest method of insuring the benefits or what, we do not know, but 
no real investigation, and I think the Senate committee points out 
in its report, while they looked at a number of unilaterally adminis. 
tered level of benefit plans, time permitted a detailed examination of 
only one, most of the investigations that have been made have been con- 
centrated on the small percentage of plans where you have a jointly 
administered fund. There has been no real study of the unilaterally 
administered level of benefit fund. 

Mr. Warnwricut. Well, that is one of the points that we wanted to 
bring out here. The reason I asked the questions is that in other 
words, I am thinking of where the trustee of the fund where an in- 
dividual trustee appointed by management or not connected with the 
eompany uses the management funds to go to Italy for a vacation, 
and uses the funds of the company, or uses funds that have entered 
into the bargaining agreement to finance the type of trip that I am 
describing. We all feel that is wrong. 

Mr. House. Will the gentleman yield? 

Mr. Warnwricurt. Yes. 

Mr. Hovss. In the New York investigation while we were not 
able to carry out a complete examination of unilaterally managed 
funds, we carried out a partial examination of approximately 500 
that were available to us. I am referring now to fund arrangements, 
not to level of benefit arrangements, situations in which the company 
had preagreed to put in a certain amount of money per annum or per 
payroll. 

Mr. Warnwricut. Was that entered into at the bargaining table? 

Mr. Hovse. Not necessarily. In some instances they may have 
been, but in some, voluntarily. They were entered into to create 
pension plans which created tax benefits. We did come across a 
dozen or half a dozen where this had happened, which you could con- 
sider abuse. For example, in one case more than 90 percent of all 
the fund’s assets were invested in unsecured promissory notes of the 
company which founded the fund. There were 4 or 5 instances like 
that. Iam not referring now to instances where there may have been 
issues as to business judgment or as to actuarial soundness or develop- 
ment policy. According to the investigation of a great number of 
pension funds, I understand that one-half of 1 percent of all invest- 
ments if you exclude certain special funds like Sears, Roebuck with 
a peculiar history, one-half of 1 percent were in securities of the spon- 
soring company. 

Mr. Warnwricurt. I am not talking about whether it is bad judg- 
ment in the type of securities that are bought. Mr. Lewis testified 
yesterday to the effect that he made 4.7 percent on Government securi- 
ties. I am trying to find out from the Treasury Department today 
how he was able to do that. That was his statement. That is not 
the type of judgment that I am talking about. I am talking about 
the type of abuse where a man pockets the workers’ funds and walks 
off with them. 

Mr. Wutrenovuse. We just say in that connection that if there are 
any of these abuses that you talk about, full disclosure would tend 
to stop them and also show them up and would tend to stop anyone 
thinking about doing it. If there is nothing wrong, what is wrong 
with full disclosure? What have they to hide? 
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Mr. Warnwricut. I could not agree with you more. I agree 100 

reent. 

Mr. Gwinn. Before we agree 100 percent, Mr. Chairman, I cannot 
get this at all. 

Mr. Warnwricut. I agree. 

Mr. Gwinn. I cannot understand why we ought to put another law 
on the books to stop somebody who might commit a crime. The wit- 
ness yesterday made a very strong point that we have the laws to 
stop that kind of business right now. 

{r. Rrropes. Will the gentleman yield ? 

Mr. Gwinn. Indeed, we have an exaggerated number of laws. He 
sees they have to file something like 65,000 separate pieces of paper 
every year to make the disc losures now being made. 

I yield to the gentleman. 

Mr. Ruopes. “Lf you will recall, however, Mr. Lewis agreed yester- 
day that he thought that the data which we are now getting ‘should 
be disclosed to the general public. As I understand the position of 
the gentleman from New York here, what he was talking ¢ about is that 
we should enact a statute of some kind to make it crystal clear that 
we can make disclosure of such data as we now possess or collect from 
the ae 

Mr. Gwinn. I think there is no question about the fact that the 
reports that are filed should not be filed and covered with dust so 
that nobody can see them, but you have not made any case yet of 
sufficient v jolathosis or abuses or pilfering to warrant even this addi- 
tional disclosure legislation, to my way ‘of thinking. Is it not true 
that you yourselves are not able in all cases to get at the bargining 
table all the information that you would like to get from the employer ? 
Isthat not the real burden of your testimony ? 

Mr. Wuitenovuse. No. 

Mr. Gwinn. What? 

Mr. Winrerrousr. No. If you mean all the information we need 
for bargaining purposes, my answer is “No.” If you mean all the 
information that we should have about the fund itself the answer 
is“Yes.” Weare not able to do so. 

Mr. Gwinn. You do not get as much information as you would like. 

Mr. Wuttenovuse. About the condition of the fund and the costs 
of it, and the status of it. 

Mr. Gwinn. You think that where there is no crime involved, and 
no abuse, no violation of law and order, that you are entitled to ask 
the Federal Government to use its power ‘of compulsion ? 

Mr. Wurrenovuse. Congressman, I am no expert, please understand, 
in these matters, but as I under stand it, this disclosure business was 
brought about because committees of C ongress in investigation found 
some abuses, some in labor union- -management controlled funds and 
labor funds. They never got into the unilaterally controlled level of 
benefits funds. They alled only one company. At least the Senate 
committee reported that they had just one company which was General 
Motors Corp. They never got into it, but the fact is that what they 
did bring out was that they thought there should be full disclosure. 
At least that was the thinking of some. We say that we see nothing 
wrong with it. We think it is good. We think it is fine to have the 
white. light of publicity thrown on a place where there could be trouble, 
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and I might point out that if the investigations that have been made 
brought out some abuses, I am sure if they were all investigated that 
you would find further abuses because, people being what they are, 
and sin being inherent, I believe you would find them. I do not 
purport to — the finger to where they are, or I would be doing 
something about it, rather than testifying about it. 

Mr. Gwiny. Is it not true that the more laws we have, the more sing 
we seem to commit? We are not improving ourselves by the plethora 
of more and more laws. 

Mr. Wurrenovse. This one law of full disclosure on something go 
vitally affecting the public because of its size and the individuals and 
their health and welfare of their families is important enough to 
have full disclosure, we think. 

Mr. Gwinn. Do you not think that we are getting the cart before 
the horse? We are getting legislation here because we think if we had 
an investigation, we might find justification for the law. Do you not 
think that we had better do some investigation and find out if the 
situation is such that we have to have more personnel and more 
investigation and more compulsion of this incredible government 
which we already have? 

Mr. McGovern. Mr. Gwinn, would you yield for a question? 

Mr. Gwinn. Yes. 

Mr. McGovern. In view of your statement and the statements of 
others about there being so many laws and the necessity of protecting 
the free enterprise of labor, I wonder if you would agree that we 
ought to start repealing some of these laws and begin with the Taft- 
Harley Act? 

Mr. Gwinn. I would consider that seriously if you consider with 
equal seriousness all of the other laws that we have on the books 
that are equally bad in spots. I do not say the Taft-Hartley law is 
bad. I think the States should be taking care of these matters. I 
would be in favor of repealing the Taft-Hartley and all of its cousins 
and aunts and predecessors so that we would be free of such laws, 
and let the ordinary processes of law take care of it. I would join 
you in that. 

Mr. Roosevetr. Would the gentleman yield for one question ? 

Mr. Wier. Mr. Whitehouse has asked twice if he can finish his 
statement. Go ahead, Mr. Whitehouse, and finish your statement. 

Mr. Wuirenouse. Your committee has conducted investigations 
on abuses in health, welfare, and pension programs, and undoubtedly 
has a background of substantial information in this area. I would 
like to stress for the record, however, that there are now about 250,000 
individual health, welfare, and pension programs functioning in this 
area, of which about 175,000 cover 25 or more workers, and about 
30,000 cover more than 30 workers. It is estimated that the assets of 
these programs are in excess of $30 billion. 

To be sure, these are called private pension and welfare funds. But 
they are private only in the sense that they are nongovernmental 
programs. Any program involving $30 billion is the business of 
the Nation as a whole and has a substantial impact on the public 
interest. There is too much at stake in these plans—how the funds 
are invested, and how the funds are administered—to allow the facts 
about these programs to be hidden from the public. The majority 
of plans in operation are plans that have come into being through 
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collective bargaining. These plans cover millions of workers. Some 

idea of the pervasiveness of these health, welfare, and pension pro- 

grams is suggested by the fact that about 80 percent of all union 

contracts now provide for some form of health, welfare, and pension 
rotection. 

The Supreme Court of the United States has ruled that such funds 
are properly the subject of collective bargaining under existing law. 
Industry spokesmen have admitted that the amounts of money in 
such plans are in the nature of deferred wages. The beneficiaries of 
these plans, therefore, have the right to know that they are being 
properly administered. Certainly this must be the case since the aver- 
age worker today plans his life and that of his family around the 
security items that arise out of his employment just as much as upon 
the direct wage income. 

As I have said before, the size of the funds involved puts the plans 
directly in the center of the public interest. Such magnitudes are 
bound to have important implications for the economic well-being of 
the country. And perhaps it is proper to say that the most important 
interest is the public interest—the right of the public to know how 
these funds are being used. 

Organized labor recognizes that there have been abuses in the han- 
dling of these funds. It recognizes that there have been instances in 
which labor leaders have betrayed their trust. 

It also recognizes this inescapable fact: That there has been no 
significant large-scale look at the management side of the picture. 
Neither the Senate committee concerned with these problems, nor, as 
far as I know, your committee, has investigated in any systematic 
way the administration of management-controlled plans. 

The labor movement thinks the whole area of health, welfare, and 
pension programs—both management and labor programs—needs to 
be exposed to the light of public scrutiny. We feel that the best way 
to do this, the best way to correct present or future transgressions, is 
to require full, comprehensive disclosure of all health, welfare, and 
pension plans irrespective of whether they are employer-administered, 
union-administered, jointly administered, or administered by an out- 
side agency in behalf of either management, labor, or both. 

We have taken this position from the very beginning. We have 
welcomed and cooperated with all good-faith investigations by any 
legislative committee. 

We have been (with reservation) for the Douglas bill in the Senate 
(S. 1122) and we support the bills before this committee introduced 
by Congressman Thompson (H. R. 487) and by Congressman Green 
(H. R. 4653). The testimony of the AFL-CIO and Mr. Reuther’s 
statement indicate in greater detail our views on other proposed legis- 
lation in this area. In general, I should add that we support the 
administration proposals except for certain details. 

As the issued stands now, everybody is in full agreement about the 
need for full disclosure except for certain spokesmen of industry. 

And the spokesmen for industry have taken what must appear to 
be the completely untenable position that it is all right for union- 
administered and jointly administered plans to be subject to dis- 
closure, but it is wrong for plans administered exclusively by em- 
ployers to be subject to public disclosure. 
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I want to make it clear, if it is not already clear, that the AFL-CIO 
and the Industrial Union Department advocate and support disclosure 
for everybody, including labor. 

If the views of certain segments of industry should prevail, the 
effect would be to exclude the overw helmingly largest proportion of 
these plans. I wonder if it is generally known that about 92 percent 
of all plans are unilaterally administered by management, and — 
about 8 percent are administered either jointly by labor and mana 
ment or by unions alone? Industry now says that it is all for dis. 
closure of the 8 percent, but that any disclosure of the 92 percent of 
the plans—where the big money is—is socialism. At least, that is 
what the NAM and the chamber of commerce : say. 

Mr. Gwinn. Excuse me. Do you have any quotations of that kind 
or anything to substantiate that? Your deductions seem to me sort of 
incredible. 

Mr. Wier. Will you proceed, please? 

Mr. Wurrenovse. I can supply you with that publication. 

Mr. Wier. Will you proceed, and then respond to Mr. Gwinn’s ques- 
tion. Let us get finished with the statement. 

Mr. Wuirenovuse. I do not concede for a moment that by some 
miracle, management-administered plans are completely free from 
any taint. If this is true, what are the spokesmen for industry afraid 
of? What have they got to hide? 

I will not argue about this or that pension fund. I would like, how- 
ever, to point out that the temptation for management is greater than 
for labor if only because of the number of manage ment-controlled 
funds. 

And then there is this obvious commonsense consideration. No see- 
tion of the population has a corner on either saints or sinners. Cer- 
tainly on the basis of the record there is as much need for light on the 
affairs of management that affect the public welfare as there is upon 
the affairs of labor. 

The NAM has declared in its publication that it is opposed to 
“racketeering and dishonesty in any guise by any organization or in- 
dividual.” It states that it favors ‘prompt punishment for misdeeds. 
We are in full agreement with the organized manufacturers on this 
point. We do not care whether crooks or the sharp practice boys are 
in labor or management, but we feel that an ounce of prevention is 
worth all kinds of jail sentences. That is why we want full disclosure. 

Industry’s view, of course, is that as long as it pays to workers 
agreed upon benefits under level-of-benefits agreements, what happens 
to the reserves is nobody’s business but its own, even where workers 
contribute directly toward those funds. Industry, in fact, tends to 
look upon these funds as its own. Here, indeed, is the crux of the 
whole matter. 

Here is what the NAM News of April 12 declared : 

At stake are pension reserves of some $26 billion in company funds, and the 
amount is growing at the rate of $2.5 billion annually. 

We do not agree for a minute that those are company funds. 

How $2.5 billion annually is invested is a matter of concern to 
everybody, and is far and bey ond even any matter of thievery. Can 
a company get away with putting a I O U in a pension or welfare 
fund in place of the money owing? Can funds be used to support a 
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particular stock or possibly the bond market? Can funds be “bor- 
rowed” for purposes not germane to the plant? Certainly the stakes 
are far bigger than even any kickback. And for that matter, so are 
rocedures used to purchase securities for pension funds. What 
white-haired or favored lad might collect what commission? I am 
not making accusations, but these are matters of tremendous import. 

Let me quote the NAM News again on this matter: 

As usual broad investigatory powers are granted (by any legislation requiring 
disclosure) including fishing expeditions with fines and imprisonment for failure 
to furnish information, Other fines and penalties are provided for false state- 
ments and violations of * * * regulations. 

The NAM agrees that if it did not file proper information, there 
would be penalties. Does it fear the bill because of what might be 
disclosed by a look at the book in the tens of thousands of employer- 
controlled plans where there never has been disclosure of any kind? 

The NAM itself gives away the plot, although it does try to cover 
its tracks. Here is what it asked in the NAM News of April 12. 

What happens when the company publishes the full investment portfolio of its 
pension, hospitalization, and other benefit funds? 

I submit that is what America wants to know. 

There is another problem that seems to be bothering the organized 
employers. They don’t want disclosure because of the information 
it might furnish for collective bargaining. They admit as much in 
their publication which laments because union negotiators would come 
tothe bargaining table better informed on what kind of benefits might 
be possible and practical. 

I do not intend to go into the matter of State control and State in- 
surance departments. The AFL-CIO testimony and President 
Walter P. Reuther’s statement deal with this problem in detail. There 
is no doubt that State requirement that makes a payment of commis- 
sions to an agent or broker mandatory is an invitation to kickbacks 
and bribery and that the employer is no more immune to this induce- 
ment than is the labor leader. In many cases, the brokerage fees are 
huge although there is little or no service performed. 


FEATHERBEDDING 


The regulation of welfare plans, many of which cross State lines, 
cannot be left to the States. 'The SEC was brought into being because 
State laws could not protect the public adequately. Certainly, the 
same is involved here where the investment of more than $2.5 billion 
of reserves annually are concerned. 

There is every reason to require full disclosure where such huge 
sums of money are involved and where so many workers and the 
public itself are so intimately affected. There is, however, no need 
for legislation concerning the content of such funds or for the actual 
government of the funds. These things are better left to collective 
bargaining which meets the situation more adequately in each of the 
thousands of individual situations. 

I would like to make only one other point here, with regard to union 
management funds. That is that management is as responsible for 
administering this kind of fund as is labor, and must bear equal guilt 
for any malfeasance. The Taft-Hartley Act specifically makes these 
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funds an equal responsibility on the theory that management wisdom 
is required for fund administration. If there has been any malprac- 
tice in any of these funds, it is proof that management has not done a 
proper job. I would only say that this is just one more reason for full 
disclosure of all funds—union, management, and joint funds. 

Thank you, Mr. Chairman. 

Mr. Wier. Are there any questions? 

Mr. Rooseveur. Mr. Chairman. 

Mr. Wier. Mr. Roosevelt. 

Mr. Roosevetr. I have a number of questions, Mr. Whitehouse, 
which I would like to cover with you. One goes back to the question 
that Mr. Wier originally propounded to you. That is whether there 
was in actuality any interest on the part of a union or its members or 
the public where all that was concerned was a contract and as lon 
as the contract was being carried out, what interest would anybody 
have. Is it not true that in those types of funds there are certain 
benefits which are collaterally available and I am thinking for in- 
stance of the welfare fund where it is upon a cost basis, where there 
are dividends payable on an experience basis. Is it not a fact that 
there exists today certain plans where the disclosure of those divi- 
dends is not made in any manner, and that therefore no one knows 
what those dividends may be, and that that is a proper subject for 
disclosure, because in effect. you are not only bargaining for the 
deliverance of certain specific amounts of money at certain given 
periods, but you are taking this in lieu of wages, and therefore you 
must know and have disclosure of all of the facts in order that the 
public and union members and everybody else can be fully informed, 
and that is a proper vested right of those people whose money is 
being used. In other words, they are not company funds. 

Mr. Wurrenovuse. You are quite right, Congressman Roosevelt. 
We have organized several plants, a number of plants by finding out 
just that. Where the employees contributed part of the funds and 
the company stated in its unilaterally composed plan that they paid 
the balance, we have found that with the dividends and other kick- 
backs that they were not paying anything. In fact, there have been 
cases found where they made money on the deal. 

Mr. Wier. What do you mean by dividends? I have never heard 
of a welfare fund in which there was a provision citing a dividend 
to the employees. 

Mr. Roosrveit. Well, they actually exist. 

Mr. Wier. Where is there one ? 

Mr. Roosevetr. One case is the General Electric contract with the 
Metropolitan. In that instance an initial charge is made, and there 
is paid into the Metropolitan Co. an X amount of dollars. At the. 
end of the year that is weighed against the actual experience, and 
after certain deductions are made for expenses, the dividend as a 
dividend is paid back to the employer in this instance. 

Mr. Wurrenovse. Many times, Congressman, that is as high as 26, 
28, and 30 percent, especially in life insurance. 

Mr. Wier. Will you name a contract in which the company puts 
dividends into the welfare fund 

Mr. Wuirenovse. In some they spell it out that they have to be put 
into the welfare funds, and in others the company keeps them them- 








oa an Gt a 


house, 
estion 
there 
ers or 
; lon 

ybody 
rtain 
or in- 
there 
> that 
divi- 
TLoWs 
t. for 
r the 
riven 
> you 
t the 
med, 
ey is 
velt. 
r out 

and 

paid 

kick- 


been 


eard 
lend 


WELFARE AND PENSION FUND LEGISLATION 281 


glves. All insurance companies must, as a matter of law, pay a divi- 
dend if the experience pays that. 

Mr. Wier. But not to the employee. 

Mr. Roosrevett. To the employer. 

Mr. Wier. I am saying that I never heard of a contract where a 
company entered into a collective-bargaining agreement oe that 
“In addition to these welfare funds, you will be entitled to a dividend.” 

Mr. Roosrvett. We were not talking about that at all. 

Mr. Wier. Go ahead. 

Mr. Roosevett. The second point, of course, fits in with your state- 
ment on page 4 in your quotation of the NAM News of April 12 on 
their claim that these $26 billion are in company funds and that the 
development of these funds is therefore theoretically of no interest 
to anybody but the company. Again I think we must emphasize 
that the development of this additional amount every year is of great 
interest to the employee. As you well pointed out here, I think it is 
of interest to the general public as well, because, if there is not a proper 
development of these funds, this can, if it continues to grow as it 
has grown, very well upset the economy and therefore this disclosure 
statute would give us some indication as to whether, for instance, it 
should be put under SEC regulation in the future, or something of 
that kind. 

The point is that we do not want to put that under any more re- 
strictive procedures if there is not shown to be abuses, but we cannot 
know that there are not abuses unless we have the kind of disclosure 
statute referred to here. 

Mr. Wuirenovusr. You are quite right. 

Mr. Roosrvett. I do feel that Mr. Gwinn has a point. I want to 
ask him this question in connection with it. I do Feel that it would 
be of some value to set up a subcommittee of this committee to 
do a thorough investigating job. It would have the subpena power. 
It has been admitted that the committee of the other body did not do 
athorough job, that it only considered, I believe, one company, and that 
rather in a cursory manner, and I think in order to s a thorough 
job on this that it might be well to have such an investigation. I 
would ask the gentleman whether he would go along in supporting 
that type of action within this committee ? 

Mr. Gwinn. I certainly would, unless we are all operating here 
under a temporary state of hysteria about this whole business. I do 
not know. It looks to me as if we may be. 

Mr. Roosrvetr. If we are, we are on the right foot, because the 
amounts of money involved here are not temporary, but are permanent. 

Mr. Gwinn. It seems to me that there are elements of trust features 
here that we have recognized for a long time as occasion for public 
regulation. Whether there should be a disclosure is another question 
that ought to be investigated as to what is involved by disclosure. You 
do not ask General Motors to disclose a lot of things that are pretty 
vital to their way of thinking. 

Mr. Roosevetr. That, of course, I judge is what the committee is 
doing now. I hope we will go into whether there is any real harm 
that comes to General Motors in disclosing the type of information 
asked for in this legislation. At the same time we should ask the 
unions or labor whether there is any harm coming to them out of 
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disclosures of the kind suggested here. I hope and believe that that is 
what this committee is going to do. I think we must go further than 
that. There is this pointed out here that relates to development, that 
relates to practices which I think we should have more specific infor- 
mation about and which I do not think we are going to get just when 
we discuss this disclosure legislation. 

If I may go to the third point along the same lines, Mr. Whitehouse, 
would it not be wise for this committee to consider a more clear defini- 
tion of the duties of trustees or fiduciary agents on plans that do, as you 
have pointed out here, cross States lines, where they cannot be wholly 
regulated by an individual State, and where very ‘frankly there may 
be conflic ting legislation. There is conflicting legislation now at least 
in some points being considered by the various States. Is it not a 
proper field for this committee in your opinion to go into a very clear 
definition of the fiduciary responsibility of all those who have a trustee- 
ship position in the administration of the national plans? 

Mr. Wurrenouse. We advocate that 

Mr. Roosrvett. Then in order that the record may be clear in your 
next to the last paragraph in the statement that you make there, “There 
is, however, no need for legislation concerning the content of such 
fund,” you mean as to how the content is arrived at, is that correct? 
You do not mean that we should not have disclosure as to the content 
of such funds? 

Mr. Wurrenouser. Oh, no. We advocate a good deal of restraint 
here as proper because you are handling a treme ndous matter here, $26 
billion in pension funds and it is well in excess of $30 billion when you 
add the health and welfare funds to the pension funds, and it is grow- 
ing at the rate of $2.5 billion annually. 

We feel that simple but complete disclosure first would be the best 
step at this time and after looking at that a couple of years, then we feel 
that we could make up our minds on many other matters after we had 
had a picture of all of these funds being fully disclosed. 

There are other fields that we think might prove worthy, but we 
feel it would be best to wait until we have looked at the picture, after 
this full disclosure, before we make any other steps other than, of 
course, a penalty for not making a full disclosure, and the bill that is 
passed, we hope, would set out what the full disclosure would be, and 
the penalties for not making it. 

On the basis of that experience, after a couple of years of that, then 
we think your committee could act far more intelligently, and we are 
sure that we would be prepared to testify better after taking a look 
at this thing, because we are covering a great field that we know 
nothing about. 

Mr. House. Will the gentleman yield ? 

Mr. Wurrenovuse. It has been hidden to date. 

Mr. Roosevett. I agree with that, but let me be specific about that. 
You have complained, and also, I think, it is in Mr. Reuther’s state- 
ment, that one of the malpractices here is, for instance, allowed under 
State law. That is the payment to a broker of a fee for services not 
rendered. Being in the insurance field, I know something about this, 
and I would agree with that. However, again, while there has been 
some exposure of that kind of situation in New York, and maybe in 
other places, there is nothing in this disclosure process that would do 
anything to stop that w hatsoever. 
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Mr. Wutrenouse. That is right. 

Mr. Roosevet. Is that correct ? 

Mr. Wurrenovse. That is correct. 

Mr. Roosrverr. Yet you are complaining about a specific thing 
which adds tremendous cost to the operation of the funds which nat- 
urally takes away from the benefits which can be paid, and yet we are 
considering legislation which does not do a blessed thing about the 
very thing about which you are complaining. 

Mr. Wuirenovse. That is because, if I may submit, we do not know 
enough about it yet. After a couple of years of disclosure, it is cer- 
tainly our strong belief that the full disclosure bill finally passed by 
Congress would provide that that should be disclosed, as to the extent 
ofthat. Noone knows the extent. 

Mr. House. Will the gentleman yield ? 

Mr. Roosrve.t. I am somewhat worried, and I think in this I go 
along with my chairman and with Mr. Gwinn as to how—because we 
cannot spell it out—this disclosure statute will be operated. We must 
give broad authority to, let us say, the Secretary of Labor whereby 
he would undertake then to specifically lay down the disclosures which 
should be made. Certainly there can be no legislation which spells 
that out in detail. 

Mr. Wurrenovuse. We think there are two bills that do spell it out 
satisfactorily. 

Mr. Roosrvett. Certainly Mr. Thompson’s bill and Mrs. Green’s bill 
do not do it. 

Mr. Wurirenouse. I would allow the Secretary of Labor discre- 
tionary powers of administration, too, but there are bills that do not 
go as far as the two we support in spelling it out. 

Mr. Roosevett. I agree that those two bills are better than the others, 
but I think that it comes back to something that bothers me. Is this 
not a legislative job first before we hand it over to the executive branch 
of the Government? Should it not be done as I suggested to Mr. 
Gwinn a minute ago by a thorough investigation by a legislative 
committee which will expose all of the things of which we complain 
before we add any additional burden to the taxpayer or to anybody else 
in the executive branch of the Government or for that matter add, as 
Mr. Lewis pointed out yesterday, the filing of additional reports or 
anything, if that does not do the job, and we have no certainty that it 
will do the job because it will depend entirely upon how the Secretary 
of Labor carries it out. If he does a good job, it may prove something. 
If he does not, it will not prove a blessed thing, because as you and I 
know, there are all kinds of ways of making a report. 

On the other hand, if then it were really carried out by a hard-hitting 
committee on the legislative level, I think you would save money and 
have something upon which to base far-reaching legislation just passed 
at the sideline of what may be a serious situation. As you point out 
here, this is broad enough in scope today so that we have a responsi- 
bility to look into it. 

Mr. Wuirenovuse. The only comment I can make is that I must agree 
that further investigation is warranted, but we feel that this is so huge 
that full disclosure will bring out any wrongdoing and after a couple 
of years experience under that tremendous step, we could then take a 
look, and you might want to make an investigation then further than 
you are dreaming of today. 

94914—58——_19 








284 WELFARE AND PENSION FUND LEGISLATION 


Mr. Roosrvett. Mr. Whitehouse, I am sure every member has to 
exercise his judgment as to whether that is the right approach, but 
1 am going to try to get this committee to first undertake its own 
thorough investigation, and then based upon that, go on to some- 
thing else. If this committee does not go along with that, I agree 
that the first disclosure step has to be taken. 

Chairman Barpen. Will the gentleman yield for a minute? 

Mr. Roosrvettr. I am always happy to yield to the chairman. 

Chairman Barpen. Let me see if I understand. You want full dis- 
closure, but you do not wany any prohibition or penalty provided for 
the misuse of these funds in paying these exorbitant insurance charges, 
and so forth. 

Mr. Wuitenouse. In embezzlement, of course, we think that those 
penalties are already there. I am sure there are enough laws to prose- 
cute anybody found doing wrong at the present time. We certainly 
are not advocating allowing embezzlement to go unpunished. 

Chairman Barpen. I am not talking about the term embezzlement. 
The trouble has been that there has been to much of this winked at by 
everybody concerned. What I am talking about here, and I think the 
gentleman understands it, are instances where they use that gimmick 
of paying so much to the son-in-law of the union head, $200,000 or 
$300,000 or whatever it is, which is patently wrong, and is mishandling 
but not necessarily embezzlement. You do not want that stopped. 
You just want that exposed ? 

Mr. Wuirrenovuse. We think if we had full disclosure, Mr. Barden, 
that you would find out that you would know a lot more of what is 
necessary after having that than you do now. 

Chairman Barpen. Why do you not dislike that man who does that 
as much as I do dislike him ? 

Mr. Wurrenovse. It is worth time to see if full disclosure won't 
stop it. 

Mr. Housg. Will the gentleman yield ? 

Mr. ZeLENKO. Will the gentleman yield? 

Mr. Roosevett. I think I have the floor. Are you through ? 

Chairman Barpen. I am through. 

Mr. Rooseverr. I will yield to my colleague and then to Mr. House. 

Mr. Zetenxo. Mr. Whitehouse, you do not advocate actual dis- 
closure as the total in the way of legislation or correction? Do you ad- 
vocate it now as an opening wedge, something that would have a salu- 
tary effect on the public, on the Government, on management, and on 
labor? Disclosures in and of themselves sometimes do have that effect. 
You do not advocate that as the total sum but merely as a temporary 
immediate measure to bring the problem out before the public? 

Mr. Wurtrenovuse. That is right. 

Mr. ZetenKo. Now I understand. 

Mr. Wuirenovse. If every one of these funds had to make a com- 
plete full disclosure report, we think that that would be a big step in 
the right direction all the way around. 

Mr. Zevenko. That would indicate also who was receiving money in 
the form of commissions. 

Mr. Wurrenovuse. That is right. 

Mr. Zerenxo. I have one more thing, sir. There has been discussion 
on the work that would be attached to filing such reports. I want this 
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of course as a matter of information. How much work would be in- 

volved? Can you give me a general idea as to how much work would 

be attached to filing such reports? Would it be voluminous or a 

matter of a page or two? There has been some discussion here on the 
uestion as to whether additional people would have to be employed to 
o this work. 

Mr. Wuirenovse. I should think that a bill could be devised where 
it would give sufficient information and if it was a reasonable number 
of pages and just one report once a year, it would not be difficult. If 
it was 20 pages legal sized to be filled out and of course I would not 
know whether it would be 2 or 3 or 20, it is just 1 a year. 

Mr. Roosrvetr. I want to point out that neither the Green or 
Thompson bills or Mr. Frelinghuysen’s bill spells out that it shall be 
a single report, 10 pages, for example, or a hundred pages, and 1 don’t 
see how any bill of this type could be drawn. 

Mr. Wutrenouse. Not as to pages, but as to form. Whether the 
form necessary for full disclosure would take 3 pages or 20 I am not 
prepared to say, but the bill should cover and if it is 20 pages, it is 
only once a year. 

Mr. Roosrevett. Do you think we can legislate to keep the Secre 
tary of Labor from asking supplemental questionnaires ? 

Mr. Wutrenovuse. No. 

Mr. Roosevetr. If we could, I would be happier about it, but I do 
not think we can. 

Mr. Wuirenovse. I think you can legislate it so that he will not 
have many others to ask. 


Mr. ZetenKo. I did not mean to restrict it to a number of pages. 
I meant practically, suppose you were called upon to file information. 
Iam talking practically about bread and butter work. Would it be 


a voluminous or difficult job or could it be put together in a short time? 


Generally speaking would it be a simple procedure for your organi- 
zation or an employer organization dination with you to get it together ? 

Mr. Wuirenovuse. I do not anticipate any strenuous labor or vo- 
luminous matter about it. 

Mr. ZeLenko. I thank the witness and I thank you for yielding. 

Mr. Roosrvertr. Mr. Whitehouse, I have to disagree, because the 
variety of plans will require a very lengthy number of reports to get 
all of the things that we hope to get from disclosure. It will require 
a tremendous amount of effort by all of the people who are reporting 
and they are certainly great in number. : 

Mr. Lesser. I think all that information is readily available and is 
available to the persons who would be making the report. 

Mr. Roosrveir. It depends on how it is put by the Secretary of 
Labor, and if he does as bad a job as is usually done, and that kind of 
thing. 

Mr. Wurrenovuse. I bet you could ask General Motors or United 
States Steel any one question and they could give it to you promptly. 
They know. If one does not know we had better find out who he is. 

Mr. House. Would the gentleman yield on that point. I limit my- 
self to that point. 

Mr. Roosevett. Yes. 

Mr. House. Has not your union had some experience with the regu- 
latory statute in New York? 
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Mr. Wuirenouse. As the industrial union department I would 

say “No. ” 

Mr. House. But UAW is represented here I think today. 

Mr. Wuirenovse. I am not representing UAW, but only as an 
affiliate of the industrial union department. 

Mr. House. Have you a difficulty with the burden of complying with 
the New York statute which includes, I think, fairly broad disclosure! 

Mr. Wuirenovse. I have not personally. 

Mr. Lesser. I have not heard of it. Of course, the New York statute 
is limited to the jointly administered funds and we . ave actually very 
few of those in the United Automobile Workers. I do not know of 
any in New York. 

Mr. Hovse. I believe there have been some. 

Mr. Lesser. I have not heard. 

Mr. House. What would you say of an estimate that toc omply with 
an adequate disclosure requirement would take some 85,000 pieces of 
paper from 1 plan, a plan involving $130 million ? 

Mr. Wuitenovuse. 85,000? 

Mr. Roosevett. Mr. Lewis testified yesterday that in order to com- 
ply with the New York statute his funds had to use 85,000 pieces of 
paper. 

Mr. Wutrenovse. I have more faith in you gentlemen than that, 
I think you can devise a bill that will not take that much. 

Mr. House. Would you consider that a fair statement based on your 
knowledge of what is necessary to present the full picture of the plan! 

Mr. Wutrenovssr. I never filed such a report in my life personally, 
I would not be competent to answer that. 

Mr. Hovsr. May I proceed to my other point now, or shall I wait! 

Mr. Roosrvetr. Mr. Chairman, would it be proper for us to finish 
first ? 

Chairman Barpen. I was going to ask that. Are there other mem- 
bers of the committee who have questions? 

Mr. Roosevett. I have just one other question. I noticed in Mr, 
Reuther’s statement that he states that he had hoped that the Federal 
Government would have done a better job in the provision of health 
and welfare plans, but lacking Federa] Government participation that 
the matter then became an important part of collective bargaining. 

On page 7 he stresses the fact that the malpractices which have 
grown up as the result of doing it in a private enterprise way are dif_- 
cult of correction and they seem bound up with the insurance field. I 
come back to my suggestion that what we need actually before we do 
anything else is more investigation, because certainly there are many 
plans such as the UMW plan which are not in any way attached to the 
insurance field. There is no insurance company or no insurance agent 
involved. 

I now speak against the profession that I have practiced at times. 
I have certainly “found that the use of insurance companies by and 
large has resulted in higher costs than those plans which are not in- 
sured. I would like to ask whether you know either in management 
or labor of any real survey that has been done to find out the best way 
to administer either a pension plan or a health and welfare plan? 
Has there been any overall job done that would indicate the proper 
ways or the proper guide for a trustee ? 
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Mr. Wuirenovuse. Not to my knowledge. 

Mr. Roosrevetr. Is this not rather an amazing thing that when you 

t into the figures of $30 billion to $36 billion no one has sat down 
ot enough to try to figure out the best way that these things should 
be managed ¢ 

Mr. Wuirenouse. That has been left to each international union 
negotiating with the employer, and the employers themselves. 

{r. Roosevetr. I could only indicate that it would seem to me to 
be in the province of top labor and top management responsibility 
to have tried to find a way to eliminate that part of the way of doing 
it which was obviously subject to malpractice and obviously more 
subject to abuse than it should be. 

Mr. Wutrenouse. If you are familiar with our ethical practices 
codes, we have set that forth to the greatest extent that we know how 
based upon our experience. 

Mr. Roosrveir. Have you made a specific recommendation that no 
insurance companies should be used, for example, in the management 
of these funds ? 

Mr. Wurrenovuse. We have not made that specific recommendation, 
but we have made the specific recommendation that any carrier should 
be on the basis of competitive bidding. 

Mr. Roosevettr. But in the overall picture you have not made an 
effort to decide which is the best way, whether to share it or have it 
managed jointly by trustees between management and labor? 

Mr. Wutrenovse. That is impossible, Mr. Roosevelt, because of the 
myriad conditions, the companies’ status, and whether they have had 
a plan in existence for years. Dividend rates, as you know, are 
higher where there have been years of experience than in the first 
year, and lots of times the carrier is kept because there have been 
10 or 12 years of experience there. 

Mr. Roosrvetr. Mr. Whitehouse, in my own observation there are 
many times that we change plans for one reason or another because 
it does not turn out as hoped or perhaps because of some special pres- 
sure, and, while some of the things you say are true, we are not talk- 
ing about the immediate thing, Dui the case where it can be estab- 
lished that the management of any plan can be better done through 
a joint management-labor program or through a trustee, through a 
bank, or by an insurance company. If they could demonstrate that, 
certainly in the long run it would be better to eliminate the proven 
more expensive ways of doing business. 

Mr. Wuitenouse. Wouldn’t that be one of the outgrowths of a full 
disclosure plan ? 

Mr. Roosevett. In think we would know nothing whatsoever on 
that basis because in order to get that I think the Secretary of Labor 
would be delving into so many things that I am sure that the chair- 
man of this committee would be objecting to the things he sent out. 
I think that is the responsibility of this committee, and I think that 
is another reason why this committee has to do a more thorough job 
than J see in the offing right now. 

Mr. Lesser. Congressman, speaking for the UAW, when we went 
into the area of collective bargaining, for example pensions in 1949, 
we did go into the relative merits of insured pensions programs versus 
trusteed programs, so-called self-administered pension programs with 
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the bank as trustee, and we did, as I say, weigh the merits of the two 
types of program and come up with the conclusion as to what we 
thought was the most flexible and cheapest in terms of providing the 
same benefits for the lowest possible cost. 

Mr. Roosrvett. Who is “we” ? 

Mr. Lesser. The United Automobile Workers. Before we got into 
this when we made our demands for pensions, we made demands for 
trusteed programs as contrasted to insured pension programs, because 
we, on the basis of our study as an individual international union, 
thought there were advantages. 

Mr. Roosevett. Did the CIO pick it up from there and find out 
whether your conclusion was correct so that it could be recommended 
to the other internationals? 

Mr. Lesser. Each international, I am certain, that went into the 
area made its own investigation and decided for itself as a matter of 

licy what was the best way to provide it. Now, when you get into 
individual collective bargaining situations, you may get one or the 
other, depending on the facts of bargaining et cetera. You do not 
have complete control, but certainly the various internationals did go 
into that type of study. I think Mr. Whitehouse was talking in 
terms of an overall survey by the AFL or the CIO or the AFL-CIO. 
That is a matter for international policy in the individual collective 
bargaining. 

Mr. Wuirenovse. There are a quarter of a million of these plans, 
To name one big one and to bring in the practical facts of collective 
bargaining, we had to strike in United States Steel for 7 weeks, the 
entire industry, to get them to agree to any kind of pension plan at 
all. When you are in that sort of situation, you do not have the 
opportunity to have as calm a deliberation as we are having here of 
all the aspects in settlement of a strike. Many a strike be been 
called over just getting a pension plan. A lot of things as a matter 
of bargaining, giving and taking, are not as they should be or not 
the best. If a company says “no,” lots of times the employees do 
not want to strike over the particular issue that you or I may advocate 
to them as being aright thing. They will go along with the company 
on it. That is as it should be. I am going to defend that, but I am 
just pointing out the practicalities of collective bargaining in a 
quarter of a million plans. 

Mr. Roosevett. I agree; but does it not come down somewhere to 
the responsibility of someone showing that there is a better or best 
way of administering these programs for the benefit of the individual? 

Mr. Wurtrenouse. We think that full disclosure will help take a 
step toward that end, Mr. Roosevelt. 

Mr. Hasxke.i. Will the gentleman yield? 

Mr. Roosevett. I will be happy to yield. 

Mr. Hasketu. Are you suggesting that the right way to do this is 
that you find that the insurance company handle all pension plans 
or that the common stock be 10 percent and preferred 90? Are you 
trying to find what the development should be in each single plan and 
say this is the best way and all plans ought to be the same? 

Mr. Roosevett. Far from that, Mr. Haskell. For instance, yester- 
day Mr. Lewis before this committee showed how his plan had been 
administered. There was no insurance company feature in it what- 
soever. It was done by a combination of trustees between manage- 
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ment and labor. He shows us a rather amazing cost figure which 
naturally inures to the benefit of beneficiaries of those plans. 

Now, on the other hand, we have other programs which are man- 
aged almost wholly by insurance companies where the responsibility 
of the fiduciary trusteeship is passed to the insurance companies. 
My own reaction up to this point based upon certainly not enough 
information is that those programs cost a whale of a lot more than 
Mr. Lewis’ program. 

Mr. Hasxetu. Would it be your suggestion at this point with that 
feeling to not have insurance companies in on any plans? Would you 
so feel if you were a labor union leader? 

Mr. Roosevett. I would think it was their responsibility to look 
into it and make sure that they recommend it. 

Mr. Hasxetu. You are not suggesting that the Government take 
4 position in legislation that no insurance company be in that? 

Mr. Roosrve.t. No, I was asking had labor fulfilled its responsi- 
bility to recommend this. 

Mr. Wuitenovse. You must remember that collective ae 
has to remain practical. We think that that can be handled wel 
enough insofar as we have any reason to know through free collective 
bargaining and that is different in each case. The Steelworkers 
Union will certainly advocate its way. The auto workers will advo- 
cate its way. Each international union’s plan is a little different. 
There are none of them identical. 

Mr. Roosrvett. If someone can show that there is a better way no 
matter how many people want to protect their own particular way 
of having chosen to do it, after all there is an inherent vested interest 
of the individual in this thing, as you pointed out, which runs far 
above the selfish interest of steelworkers, autoworkers, or anyone to 
show that their plan is best. I think every worker is entitled to the 
best plan. 

Mr. Wuirtenouse. I would not say that the best plan will remain 
that. This is not a static proposition. 

Mr. Roosevett. That is correct. 

Mr. Lesser. Again speaking for the UAW where we have a social- 
security department, we are continually studying the various ways 
of providing benefits and trying to devise better ways to provide 
benefits at lower costs. It may Se a matter of collective-bargaining 
strength, but in making our recommendations and proposals before we 
get to make them, we do look into the facts as to the best ways to 
provide the benefits. 

Mr. Roosevett. I think you are right, but I want to point out 
something which I do not think was yet brought out and which I 
think this committee should bring out. We talk about this tremendous 
number of plans. Many of them are pretty uncontrolled. They are 
tiny things in comparison to the big ones like the steel plan or the 
General Electric plan. These multitudinous little ones, however, 
come to a tremendously big total volume, both in dollars and in per- 
sonnel covered. It seems to me that that has run hog wild without 
the kind of proper direction which should be given to it. I say this 
in all kindness and I grant you that UAW has done a wonderful job, 
but I am talking about the myriad other plans that you and I know 
exist which are still today poor plans. 
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Mr. Wurrenovse. The industrial union department is holding a 
conference at the Dupont Plaza Hotel in September at which we 
invite the 76 affiliates making up the department to have their experts 
and their people from their unions who negotiate these plans to meet 
to discuss this question for day and a night and another day. We 
are doing that constantly and seeking that free enterprise and com- 
petitive system. We do not think anyone will find the final answer, 
because we are improving all the time. 

Mr. Hasxe.x. Will the gentleman yield? 

Mr. Roosrvetr. Yes. 

Mr. Haske. It would seem to me a great mistake to try to set up 
one particular kind of plan. 

Mr. Wuirenovse. I agree with your thesis. 

Mr. Hasketit. My own company has set up a profit-sharing plan. 
That fits my company best. That might not work in some other 
companies. The companies vary and what might be good in one 
small company using insurance and getting the benefit of investment 
counseling to invest employees’ own funds might not be good in 
another. I think the mistake would be to have an international of 
AFL-CIO say “You have to do it this way. 

Mr. Wutrenovse. We want to have free collective bargaining, Mr. 
Haskell. 

Chairman Barpen. Gentlemen, I hate to bring this to a close, but 
this committee has to appear before another committee. There is 
work to do. I believe Mr. Pipin’s testimony of the boilermakers 
was to follow you. Iamsorry that time has run out on us. The com- 
mittee will meet tomorrow morning at 9:30. You say you want one 
short question? I will give you the gavel and just recess the com- 
mittee until 9: 30 in the morning. 

Mr. Wuirenovuse. Thank you, Mr. Barden. 

Chairman Barpn. It was nice to have you with us. 

Mr. Wurrenovuse. I was glad to be here. 

Mr. Perxrns (presiding). Mr. Whitehouse, as I understand your 
statement here this morning as director of the industrial relations 
department, you are not advocating any legislation to narrow the area 
of collective bargaining. You are only advocating a disclosure stat- 
ute that would require unilateral management-controlled plans, funds 
controlled by union and management, all those plans to show the 
amount of money received in the fund, and show in every instance 
how that fund is disbursed. 

Mr. Wurtenovuse. That is all. 

Mr. Perxins. That is all you are advocating. 

Mr. Wurrenovse. Nothing but full and complete disclosure of all 
health, welfare, and pension pl: ans. I am not advocating in any way, 
shape or form, Mr. Perkins, that we get into free collective bargaining 
or other matters. 

Mr. Perxrns. I personally want to compliment the gentleman. 

Mr. House. Would the gentleman yield ? 

Mr. Perxrys. Just a moment. I feel that your testimony is very 
beneficial to the committee in helping the committee to work on this 
problem. The gentleman from Pennsylvania, Mr. Holland, is rec- 
ognized. 

Mr. Hotianp. I will not ask this in the form of a question, but 
don’t you agree that what we should do is bring in some of these peo- 
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ple who are now administering the welfare plans by management or 
the unilateral plans and let us hear from them exactly how they han- 
dle these funds. I think we will get more knowledge in that way than 
by bringing in labor every day and every day and putting them over 
the barrel. I think it is time that we start to take in big business here 
and put them over the barrel. 

Mr. Wuitenovuse. I agree, but I do not consider myself over a bar- 
rel. I am tickled to be here and was doing what the department could 
as the director of the department to help you in the consideration of 
this very vital and highly important legislation that you are consid- 
ering on full disclosure of all funds. 

Mr. Roosevett. I want to thank Mr. Whitehouse, and say that I 
think it has been very helpful to the committee to have you here. 

Mr. Wutrenouse. Thank you, Mr. Roosevelt. 

Mr. Perkins. Are there any other questions ? 

Mr. Houss. Mr. Chairman, I would like to reply first to Mr. Hol- 
land’s suggestion. It is our plan at this time to have a group of rep- 
resentatives of industry and of course it is a matter of point of view. 
I suppose some of us might conceive of this as an opportunity to the 
various segments, the various interested parties to present their own 
point of view and not an opportunity to us to put them over the bar- 
rel, and it was our plan to have the different groups as far as possible 
and successively so that you did not get labor one day and manage- 
ment the next. It seemed an easy way to clarify the issues. 

To come to some of the other points that have been made, I suppose 
that the witness here would not disagree with the statement of Mr. 
Reuther which he submitted when he at the top of page 7 says, and 
I quote: 


While Federal legislation should be limited to disclosure, State laws can be 
enacted or strengthened in the area of insurance practices and the enforcement 
of laws relating to the fiduciary obligation of trustees of health and pension 


plans. 

Am I correct in assuming that the position of your organization is 
as Mr. Reuther states it there, that the regulation of plans, if there 
is to be any, should preferably be done by State law ? 

Mr. Wurrenovss. I have tried to make it clear all through my testi- 
mony that we wanted full disclosure and nothing done in a regulatory 
manner until we had had full disclosure for a couple of years, and 
took a good look at it. 

Mr. House. Does not that statement imply that Mr. Reuther is 
willing that States may do something in a regulatory manner at this 
time to strengthen the fiduciary obligation of trustees ? 

Mr. Wuirenovuse. That is right. Since they are the only ones in 
that field at the present time, he is pointing out that they could very 
well strengthen what are some very weak laws in our opinion at the 
present time. 

Mr. Hovusr. When we come to this question of commissions which 
may be paid in large amount, as I understand it the problem is that 
under the laws of certain States a commission according to the sched- 
ule filed by the insurance company must be paid on every case, and 
the complaint evidenced in Mr. Reuther’s statement, and the state- 
ment submitted by the AFL is that even where there is no work of 
salesmanship, because the fund goes directly to the company and does 
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not need an intermediate broker, that commission must still be charged 
against the policy and included in the premium, even though there is 
nobody to receive it, is that right ? 

Mr. House. I wonder if you can suggest any way in which Federal 
law can clear that up? Is it not a matter entirely for State law if 
any change is to be made? 

Mr. Wurrenovuse. We do not feel that this bill you are considering 
at this time should get into that matter until we know more about the 
whole picture. 

Mr. Lesser. If you get into the whole area of insurance practices, 
you get into the McCarran Act, and everything else. 

r. Hottanp. Will the gentleman yield? Here is one place where 
graft enters into this program where the fee is paid. 

Mr. House. That is certainly indicated. 

Mr. Hotxanp. In other words, you cannot waive the fee. The fee 
must be paid. The case of Beck’s son-in-law getting the fee was be- 
cause the welfare fund instead of dealing directly with the insurance 
company paid him off. 

Mr. House. As Mr. Lesser pointed out, that could be corrected at 
the State level or by a change in the McCarran Act which gives the 
States the right to regulate insurance practices. 

The question came up on dividends. I am not suggesting anything 
wrong in the case I am about to mention, but simply stating the facts. 
In the General Motors case reported in Senator Douglas’ report, he 
points out several policies and in one of the policies covering the 
smallest group, salaried employees, the dividend actually exceeded 
the contribution of the corporation, leaving an actual credit of 
$32,000, a very small number in fact on a dividend of $3.6 million 
where the premium was even larger. 

Now, accepting that fact, I just wanted to ask this question. As- 
suming that in these level-of-benefit plans where there are no funds, 
situations come up where you discover what you consider to be abuses, 
such as, for example, the utilization of an insurance company whose 
premiums are too high or retentions are too high. Do you think com- 
petitive bidding would have established a lower cost ? 

Mr. Perxtns. May I interrupt counsel for a moment? We have 
a quorum call. If you have another pertinent question or two, try 
to get it in in the next half minute. 

Mr. Houser. I am going to try to make this my last question. Am I 
correct in assuming that you would not wish in these level-of-benefit 
situations to come in and tell the employees’ company, “You have to go 
to another insurance company” and thereby eliminate this expensive 
insurance and what you would call an abuse? What you would do is 
say, “Well, the true cost should have been $10,000 less, so just give us 
$10,000 more of benefits”? What you want to do on the basis of the 
disclosure is get more benefits, a bigger package for your employees. 
oe do not insist on dictating to the employer how he should manage 
the plan. 

Mr. Wurrenouse. Mr. House, all I want is full disclosure of all 
health, welfare, and benefit pension plans. 

Mr. Hovusg. Could you sion whether that would be the utilization 
you would make of the disclosure in that situation? Could you answer 
yes or no to that? 
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Mr. Wuirenovse. I would not want to say what the utilization 
would be until I know what the facts are. 

Mr. Hotianp. I have one question. 

Mr. Perkins. Go ahead, Mr. Holland. 

Mr. Hottann. There is an argument reported in the papers every 
day between the union and General Electric over a supposedly $8 
million dividend which the General Electric has received through 
their insurance-policy investments. What they want to find out is 
what they do with that $8 million or $9 million. Do they put it in 
the treasury of the General Electric or is that put into the welfare 
fund? I think a disclosure would show that. We would like to know 
if they are getting any money back and how they are using that money. 
In some of these contracts the companies are supposed to match 
pennies. 

Mr. Hovusr. Where they match pennies it is no longer a level-of- 
benefits plan, as I understand it. In the level-of-benefits plan the 
collective-bargaining contract where there is a contract almost always 
provides that dividends go back to the company, and the company can 
put it in its pocket and not credit it to anything. I understand that 
is specifically spelled out in the General Electric Co. contract. 

Mr. Houtzianp. I cannot answer but that argument is covered in 
the papers. The man in the mill is today, for your information, 
better than a high-school graduate, and he asks more questions than 
alot of people realize. Those men read the Wall Street Journal. 

Mr. Perkins. The committee will recess until 9:30 tomorrow 
morning. 

(Thereupon at 12:15 p. m. a recess was taken until Thursday, July 
11, 1957, at 9:30 a. m.) 
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THURSDAY, JULY 11, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON EDUCATION AND LABOR, 
Washington, D. C. 

The committee met at 9:50 a. m., pursuant to recess, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman) 
presiding. 

Present: Representatives Barden, Kelley, Bailey, Perkins, Wier, 
Elliott, Landrum, Metcalf, Roosevelt, Holland, McConnnell, Gwinn, 
Holt, Rhodes, Wainwright, Frelinghuysen, Nicholson, and "Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. Gra- 
ham, minority clerk; A. Regis Kelley, clerk; Robert E. McCord, clerk; 
Martin S. House, special counsel on welfare and pension legislation ; 
Kennedy W. Ward, assistant general counsel, and Russell C. Derrick- 
son, chief investigator. 

Chairman Barden. The committee will come to order. 

Gentlemen of the committee, we have invited before us this morning, 

and they are present, Mr. Gilbert W. Fitzhugh, second vice president 
of the Metropolitan Life Insurance Co., and Mr. Victor A. Lutnicki, 
vice president of the John Hancock Mutual Like Insurance Co., of 
Boston, and Mr. Lawrence M. Cathles, Jr., vice president of the group 
division of the Aetna Life Insurance Co., of Hartford. 

I believe it is the pleasure of you gentlemen to operate in the nature 
of a panel in order that you may carry your testimony along together. 

Mr. Firznvcu. If that suits you; yes. 

Mr. FReLiInGHUyYSEN. I wonder if the witnesses would like to have 
their testimony presented formally before we question them, or may 
we interrupt as you go along ¢ 

Mr. FirzHucH. You may interrupt, or whichever way you prefer. 
We are quite content if you want to ask questions as we go along. 

Chairman Barpen. In other words, you are familiar with your 
subject. 

Mr. FirzuucuH. We hope so, sir. 

Mr. Wier. Is there more than one statement ? 

Mr. FirzHucnH. We have one statement and I will present the state- 
ment, sir. 

Chairman Barpen. I might state to the committee that my idea in 
inviting these gentlemen was to get fully informed, or as fully as 
possible, on the. operation of the insurance angles of these funds, ‘and 
I tried to get men who stood high in their profession, and I am sure 
we have them. 

With that, may I say, Mr. Fitzhugh, if you will identify yourself 
and your associates with the reporter, you may proceed. 


295 








296 WELFARE AND PENSION FUND LEGISLATION 


STATEMENTS OF GILBERT W. FITZHUGH, SECOND VICE PRESIDENT 
OF THE METROPOLITAN LIFE INSURANCE CO.; VICTOR A. LUT. 
NICKI, VICE PRESIDENT AND GENERAL SOLICITOR OF THE JOHN 
HANCOCK MUTUAL LIFE INSURANCE C0., OF BOSTON; AND LAW. 
RENCE M. CATHLES, JR., VICE PRESIDENT OF THE GROUP 
DIVISION OF THE AETNA LIFE INSURANCE CO., OF HARTFORD, 
REPRESENTING THE AMERICAN LIFE CONVENTION, THE HEALTH 
INSURANCE ASSOCIATION OF AMERICA, AND THE LIFE INSUR. 
ANCE ASSOCIATION OF AMERICA 


Mr. FirzuHvucu. My name is Gilbert W. Fitzhugh. I am an actuary 
and second vice president of the Metropolitan Life Insurance Co, 
My primary responsibilities are in the field of group insurance. 

I am accompanied today by Mr. Victor A. Lutnicki, vice president 
and general solicitor of the John Hancock Mutual Life Insurance Co,, 
of Boston, and Mr. Lawrence M. Cathles, Jr., vice president of the 
group division of the Aetna Life Insurance Co., of Hartford. 

We are appearing before you today on behalf of the American Life 
Convention, the Health Insurance Association of America, and the 
Life Insurance Association of America, 3 insurance associations 
with a combined membership of 407 companies. Collectively these 
companies have over 96 percent of the group life coverage in force 
in the United States, over 95 percent of the group accident and health 
insurance in force, and 99 percent of the insured pension reserves. 

Last month I had the privilege of appearing before the Senate Sub- 
committee on Welfare and Pension Fund Legislation. Since that 
time we have closely followed the statements that have been made by 
various representatives before both committees. 

The insurance business favors appropriately drawn Federal or 
State legislation necessary to prevent misuse and diversion of the 
funds of employee welfare programs to the detriment of beneficiaries. 
We would like to suggest, however, that care be exercised to avoid 
disclosure requirements going beyond the prevention of abuse, and that 
Congress not adopt unnecessary requirements, which may lead to bur- 
denmsome and costly procedures on the part of managers of welfare 
programs, the Government, and insurance companies, and thus in- 
crease the cost of operation of such programs, reduce the benefits avail- 
able, or otherwise interfere with the healthy growth of these programs 
without corresponding public benefit. 

We would like to emphasize, as we have on two occasions before 
the Senate subcommittee, that the insurance business has nothing to 
hide. It already is one of the most extensively regulated of all 
businesses. Our operations are an open book. We make annual re- 
ports to 52 insurance departments in the States, Territories and the 
District of Columbia and are subject to examinations into all of our 
operations by such insurance departments. Summaries of these re- 
ports are published in the public press. 

In order to keep the problem before us in perspective, it may be 
well to review very briefly the activities of the States in the field of 
insurance, pursuant to the policy of Congress as expressed through 
Public Law 15 of 1945. 

State insurance laws are particularly designed to preserve the finan- 
cial soundness of insurance companies and to assure the public that 
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the benefits promised in their policies will always be paid promptly, 
fairly, and without discrimination. With particular reference to 
group insurance, these laws specify many of the provisions which 
must appear in each insurance policy and in the certificates given 
to each employee as evidence of his insurance, what reserves must be 
maintained by the insurer to assure the financial soundness of the 

olicy, how the reserves may be invested, and all other matters relat- 
ing to the safety and soundness of the insurance operation. Operat- 
ing within the framework of these laws, insurance companies have 
an outstanding record of performance in the underwriting of group in- 
surance policies over a period of more than 40 years. 

The provision of employee welfare benefits through union-manage- 
ment employee welfare and pension funds, as distinguished from 
benefits provided through insurance policies issued directly to an em- 
ployer or a union, is a comparatively recent development. There has 
been considerable progress made at the State level to bring these funds 
under supervision designed to protect the employee beneficiaries from 
misue of their funds. The first governmental investigation of such 
programs was that undertaken by the New York Insurance Depart- 
ment in 1953. In 1954 the New York insurance law was amended to 
require registration of all such funds. 

Following further investigations by the New York insurance de- 
partment, undertaken under the supervision of your distinguished 
special counsel, Mr. Martin House, a detailed registration and report- 
ing law was enacted in that State in 1956. This law will apply toa 
large percentage of the jointly administered funds in existence or 
mainly because so many funds, regardless of where they are located, 
have some covered employees in New York and must comply with 
New York law. The States of Connecticut, California, and Wash- 
ington also have laws on the subject. The California law has been 
enacted since my appearance before the Senate subcommittee. A 
bill has also passed both houses of the Wisconsin legislature and has 
been sent to the Governor for signature. The National Association 
of Insurance Commissioners has recognized the importance of this 
subject and has recommended a model bill for consideration by all 
of the States. This model bill was introduced in many State legisla- 
tures this session, and there will undoubtedly be further legislative 
enactments at the State level during this session or next. 

Another very recent and important development is the work being 
done by a committee of the National Association of Insurance Com- 
missioners to draft a code of ethics for insurance companies in the 
field of union-management welfare funds. At their semiannual meet- 
ing last month, a draft of their proposed code was submitted to the 
meeting, which voted to distribute it to various organizations for their 
study, with a view to having a hearing before final adoption. 

This is a draft which will probably be further perfected before 
adoption by the commissioners. However, it is expected that final 
action will be taken thereon before the end of the year. Copies of 
the draft code are attached to the copies of my statement which have 
been provided to your committee. 

With your permission I would like to have this code included in 
the record at the conclusion of my statement. 

— Barven. Without objection, the reporter will take care 
of that. 
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Mr. Frrzuvucu. Thank you. 

Mr. Fretincnuysen. Do we each have copies? 

Mr. Firzuven. Yes; I think that you all have copies of that. 

Among other important matters, the proposed code deals very 
specifically with the fair and equitable payment of benefits, limita- 
tions on the amount and procedures for the payment of commissions, 
allowances, and fees, and reporting to policyholders. Our three asso- 
ciations are on record in favor of the adoption of a code of this nature, 
The adoption of such a code by the National Association of Insurance 
Cmmissioners will be very effective in promoting good practices in 
this field and preventing a recurrence of abuse involving insurance 
companies. Remembering that union-management welfare funds are 
a relatively quite recent development, we believe that the States and 
their supervisory officials are making substantial progress in meeting 
the new problems that have arisen. 

With particular reference to proposals for disclosure legislation at 
the Federal level, we would like to present our views on four points 
basic to the consideration of such legislation which are of direct con- 
cern to insurance companies: 

(1) What information insurance companies should be required to 
report. 

(2) Towhom such information should be reported. 

(3) What types of welfare programs should be included in the 
scope of the proposed legislation. 

(4) The inclusion of appropriate provisions designed to minimize 
overlapping reporting requirements but at the same time to make 
certain that employees are not denied the protection of applicable 
State laws. 

As to the first of our four main points, namely, what information 
should insurance companies be required to report, we believe that any 
information to be required from insurance companies should be lim- 
ited to the information pertinent to the objective of avoiding misuse 
or diversion of funds to the detriment of beneficiaries. A careful 
study of the cases of abuse that have been uncovered by any of the 
Federal or State investigative committees—which all such committees 
point out are a very small proportion of all cases—coupled with a care- 
ful consideration of the general nature of these programs, indicates 
that the abuses growing out of the insurance function, as distin- 
guished from any abuses in the management of the welfare funds, are 
related to the payment of excessive commissions, allowances, and fees 
to third parties for their services. 

Insofar as insurance is concerned, this is the area of abuse upon 
which attention should be focused when disclosure legislation is being 
formulated. There has been so much discussion of the question of 
what types of welfare programs should be included within the scope 
of the proposed legislation, that this very important question of what 
should be disclosed under insured plans has not been given sufficient 
attention. 

Mr. Barter. Might I interrupt at this point? 

This code of ethical practices that you have asked to have included 
in the record, does that cover or fix a limitation on the amount of 
commissions that are paid or does it outlaw them completely, or what? 
Mr. Firzuuen. It has a schedule of maximum commissions which 
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are considered good practice in the group insurance business. If you 
take the schedinis there, if you want to look at it, it is on page 5, and 
it gives a schedule of percentages by volume of premium under the 
policy, ranging from the highest 4.1 percent of the premium for an 
average of 10 years, for a $20,000 premium case, and it has a range 
here to show where they should fall in. The lowest is 0.1 percent for 
a premium of $5 million. 

his code, if adopted, would state that any commissions in excess 
of this would be considered an unethical practice. 

Mr. Baur. Do you think there is any necessity for any third par- 
ties in this negotiation and completion of a contract to handle the in- 
surance features of the welfare fund ? 

Mr. Frrzuvueu. I think the third party in many cases, or in most 
cases if I may say so, performs a very valuable service, sir. There 
are certain cases, and I am afraid to some extent the tail has been 
wagging the dog, certain very large cases where the union has a very 
competent and completely staffed department on social security or 
welfare funds so they know all of the details and they know what 
they want and they know how to handle it, and the employer similarly 
has a well trained staff. They can sit down at the bargaining table 
and hammer out an agreement between them as to exactly what the 
benefits should be and how much the employee should pay and all of 
the details, without any technical assistance. 

But there are thousands upon thousands of these plans, as you 
know, and they do not all have that ability. They need an outside 
expert to come in and help them work out their program. 

After the bargaining people have hammered out the basic agree- 
ment, they need somebody to design the underwriting for them. So 
in most cases, we firmly believe that these consultants or brokers or 
agents or third parties or whatever you want to call them, perform 
a very valuable service in the general operation of this field. 

Mr. Battery. Thank you. I do not want to interrupt further. 

Mr. Frectincuuysen. I have a question if I could on this code. I 
did not really mean to interrupt either, but if we are on this subject 
I would like to ask who is supposed to be adopting this code? You 
hope that it will be adopted. You mean it will be adopted in the form 
of lesidlation by the legislatures of the various States / 

Mr. Firzuvucu. The first step as I understand the procedure would 
be for the National Association of Insurance Commissioners, the 48 
commissioners meeting in a body to adopt it. This is the reeommenda- 
tion of a committee of that association to present this for further 
consideration. That association, if it does what we are anticipating, 
would adopt this as a recommendation of the association to the com- 
missioner of each State. Then each State insurance commissioner, 
depending on the statutory position in his own State, could either 

romulgate it as a regulation under the existing law, or if he felt that 

e did not have sufficient statutory authority to do that he would then 

have to ask for statutory authority to allow him to promulgate this. 
But we understand that at least many of them feel that they have 
sufficient statutory authority under the general powers delegated to 
the superintendent, to promulgate this as their idea of what they con- 
sider is the proper area in this field. 

Mr. Fretincuuyrsen. Thank you very much. 
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Chairman Barven. Without belaboring the point at this time, I 
think that it might be well to say that one of the problems confront- 
ing us and at the same time confronting the various States, is this 
new philosophy or doctrine promulgated by the Supreme Court of 
preemption. Once the Federal Government has entered the field, it is 
preempted to the Federal Government. 

With the commissioners that I have talked to—and I sent a repre- 
sentative of this committee to both the Miami meeting of the insurance 
commissioners, and we had contacts with the recent meeting of the 
commissioners in Atlantic City, which I believe was some 2 or 3 
weeks ago—many of them are rather reluctant to put their necks out 
for fear of having it trimmed off by the Supreme Court, by just say- 
ing, “Well, you have no business in that field; that is preempted to 
the Federal Government.” 

We had the administrator, the assistant commissioner from the 
State of Washington down here, and he is the actual administrator 
of the plan. He was quite cautious all of the way through his testi- 
mony, and in my conversation with him and in the statements that he 
made, and he had no hesitancy in saying that they were not at all sure 
of their position but they believe they could maintain their setup. 

In such an atmosphere of uncertainty, I am wondering if we should 
not give some rather serious consideration to certainly a minimum 
amount of legislation. We could say no more than that the States 
should have the right to legislate in this field not in direct conflict 
with the Federal Government but certainly they should have enough 
to form the foundation for whatever legislative structure they might 
see fit to build on that—if we did that I think it would give prestige 
to their statutory law and some sound basis for the commissioner of 
insurance to operate. 

I am wondering if you would enlighten us a little bit on that sub- 
ect. 

Mr. Frrznvcn. I would be very glad to. That is the subject of 
our fourth point, but we might as well discuss it now. 

We feel very strongly that any bill that is adopted at the Federal 
level should make it very clear that it does not preempt the field for 
further regulation by the States. 

Certainly, if the Federal law is limited to disclosure, as most of 
the discussion to date has been, we feel that if that preempted the 
States and took away from them the right to protect or regulate these 
funds, we would end up with less protection to the employee bene- 
ficiaries than we have now. You would be taking away a complete 
State regulation and replacing it with only Federal disclosure. 

A number of the bills that have been introduced in both bodies 
cover that point, sir, and just picking one out of my file here, by way 
of illustration, it says here: 

The provisions of this act and any action taken thereunder shall not be held 
to exempt or relieve any person from any liability, duty, penalty, or punishment 
provided by any present or future law of the United States or of any State or 
Territory affecting the operation or administration of employee welfare or 
pension benefit plans or in any manner to authorize the operation or administra- 
tion of any such plan contrary to any such law. 

We think your point is very important, sir, and we hope that any 
legislation that is adopted will include language along those lines. 
I am not a draftsman, but that idea we think is important to have in. 




















WELFARE AND PENSION FUND LEGISLATION 301 


Chairman Barpen. At the present moment, you referred a minute 
ago to the regulation of the States and the only regulating the States 
can do is in the general field of insurance. 

In other words, the insurance commissioner of North Carolina has 
something to say about the insurance-business operation there? 

Mr. Firzuuau. Yes, sir. 

Chairman Barpen. But I have found in my discussion with them, 
a great reluctance on the part of the insurance commissioner to touch 
more than just lightly anything that relates to these welfare funds. 
Have you found that ? 

Mr. Frrzuvueu. In some States, yes, sir. But in others they are not 
so timid. These States that have passed laws, for example, have gone 
right ahead and passed laws not only disclosing but to some extent 
regulating these welfare funds as distinguished from insurance com- 

anies. 
F Of course, an insured program has legislation applicable in every 
one of the 48 States. Any plan that is insured already has the pro- 
tection of State legislation. It is the uninsured welfare funds which 
are presently unregulated by either the Federal or State statutes. 

aemen Barpven. Do you share my apprehension that there is a 
real possibility, and not just an imaginary thing, but a real possibility 
that the Supreme Court might upset the legislation of the States like 
Washington and New York and, I believe, Connecticut ? 

Mr. Firznvucu. I am not a lawyer. iI may, I would like to turn 
that over to a lawyer on our panel, as to whether he thinks there is any 
likelihood of the Supreme Court upsetting those States. 

Mr. Lurnicx1. All lawyers have the same concern that you have 
about what the Supreme Court is doing these days. I would hesitate 
to guess. You are talking now entirely about that part of the opera- 
tion that has to do with the trustees of the fund and absent the in- 
surance features? 

Chairman Barpen. That is right. 

Mr. Lurnicxt. I think the point you make is a good one. _ It is not 
clear whether this is entirely a Federal area, or whether it is entirely 
a State area, or whether it is to be shared on the conventional basis 
or not, and if there is legislation passed by the Federal Government 
it would be very well to define whether you are preempting the field 
or not. I think for those of us who have been working on the State 
level with these things, it would be very desirable if you made some 
sort “te statement that said, “Unless the States regulated it, we would 
regulate it.” 

‘Excuse me; I should say “disclose.” That is a very important sub- 
stitution. I think the point you are making is correct. 

Chairman Barpen. May I ask you if you do think that the pass- 
age of not necessarily a whole book of law but simply that which would 
clarify this preemption theory that is roving around would expedite 
and accelerate the very code of ethics which you have referred to and 
encourage the States to take over what I regard as a very proper and 
necessary function ? 

Mr. Lurnicxt. I agree. 

Mr. Exxiorr. I wanted to ask Mr. Fitzhugh about the scale of com- 
missions on page 5 of the National Association of Insurance Commis- 
sioners Code of Ethical Practices, with respect to insuring of the bene- 
fits of union management welfare and pension funds, and ask him 
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whether or not that schedule of commissions for third parties or agents 
is representative of the schedules or rates now in effect throughout the 
country. 

Mr. FrrzHucu. As I understand where this committee got these 
rates, and if you have an opportunity maybe I can just read their 
language, because it is their statement— 

The table below illustrates on the basis of the effective rates for the indicated 
premium volume a generally accepted range of commission rates, first-year and 
renewal averaged over a 10-year commission paying period, to insurance agents 
and brokers, derived from schedules currently in use on group life and group 
accident and sickness policies, which are considered to be reasonable and not 
excessive. 

Adding my own editorial comment to that, I would say that in a very 
high 90 percent of the insurance written the commissions would fall 
within this range. 

Mr. Exxiorr. Today is there much competition in this field ? 

Mr. FirzuHucu. Oh, yes. The three of us could give you quite a 
story on that. 

Mr. Exxiorrt. I got the impression that the three of you write about 
all of it; is that correct ? 

Mr. Frrzuvucu. No, sir. I think there are 450 insurance companies 
in the field, and every one of them will get up and stand on his hind 
legs and tell you why you should give your business tothem. The com- 
petition is, shall we say, intense. Nobody likes competition, so it 
would not surprise you for me to say there is too much competition 
for the good of the business. But there is no doubt about the competi- 
tion. 

There are thousands of brokers, and we come back to these third 
parties, and there are thousands of consultants and brokers, and each 
one out trying to get the best deal he can for his customer, and the 
competition is very intense. 

Mr. Exuiorr. Has the organization of the rash of new insurance 
companies that has taken place over the period of the last 2 or 3 years 
intensified that competition in this field? 

Mr. Frrzuvueu. It certainly has, sir. Without passing any judg- 
ment, I believe in the free enterprise system, the new companies break- 
ing into this field quite understandably must in order to build some 

atronage, they have to do some things or make some offers that at 
eet sound better than the old established companies can do in order 
to break into the field. That really puts the heat on what you might 
call us old, established companies to sharpen our pencils pretty much. 

As I say, if anything, we are concerned that the result of this compe- 
tition, while it is reducing the cost, we hope it is not reducing the qual- 
ity. We are trying hard not to have it, but the pressure to reduce 
quality in order to meet costs is very severe. This whole subject of 
competitive bidding might be leading to a deterioration of quality if 
it is not kept under control. 

Mr. Exuiorr. In an ordinary collective bargaining situation, where 
the parties have pretty well agreed upon the terms of their welfare 
and pension arrangements, then who calls in the third parties or the 
agents of the insurance companies to bid, and how is that transaction 
carried on? 

Mr. Firznucu. That depends on the agreement at the collective 
bargaining table. In many cases the union and the employer agree to 
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set up a fund under the Taft-Hartley Act to handle this, and they agree 
on mutual trustees, the union names their trustees and the employer 
names their trustees, and then it is the trustees’ responsibility to select 
a carrier. 

In other cases, and in those covering the majority of employees, the 
union and the employer agree on the benefits and then turn the job 
over to the employer and say, “It is your job to provide these benefits 
and do it as cheaply as you can, and that 1s your department.” Then 
the employer brings in the insurance company. 

Mr. Exxiorr. Let us say it is left to trustees. You have 3 trustees 
and 1 selected by the employer, and 1 by the employees, and a third 
representing public interests. Then how would you go from there? 
Would these trustes call in these agents separately, probably, or would 
they call them in together and say, “We want to buy this, and what 
do you bid?” 

Mr. Firznuvueu. Again that depends on the circumstances, sir, and 
the relationship between the parties. If it is an amicable settlement, 
the trustees might get together and say, “Let us call in a consultant 
to advise us here; we are not experts in insurance.” 

They would call in a consultant and say, “Please go out and get bids 
or consult with 10 of the best insurance companies that you can find, 
and give us what you find and we will figure out which one to take.” 

If the bargaining has not been quite so amicable, maybe the union 
trustee will call in one consultant and the employer will call in another, 
and then they will get the reports from both of them. 

So in either event there is plenty of opportunity for the trustees who 
want to get a good deal, to get the best possible deal they can. The 
difficulty in the few cases that have arisen is where competition has 
not been given a chance to work, because unfortunately some of the 
trustees have had their hand in the till. That is what you are here 
trying to stop. It is not by any means typical of the business, as has 
been testified many times. 

But there are a few people occasionally that are out for a fast buck 
and then instead of finding the insurance company that will give him 
the best deal, the competition runs in reverse and they will find the 
insurance company that will give the biggest handout, and therefore 
have a bigger cost to the insurance company. 

Mr. Exuiorr. Is there very much of that proportionately under 
the table commissions being paid to trustees or to strawmen who might 
be set up to call themselves agents ? 

Mr. Frrzuveu. I firmly believe, sir, and I think that we have enough 
information to know that it is true, that there is a very small per- 
centage of genuine kickbacks or handouts or whatever you want to 
call it. Most people are honest; and, if it were not, business could not 
operate in this country. 

That does not mean that you should not have laws to catch the 
crooks, but your question is what percentage of it is going on, and 
I would say a very small percentage. 

Mr. Exuiorr. We have been told in this committee that there are 
adequate laws now to catch the crooks, or adequate laws on the books 
to catch the crooks. What is your observation of that? 

Mr. FirzHucu. It is purely a personal observation, sir, and this is 
a little out of our field, and this is law enforcement. 
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Unfortunately, some pretty horrible cases have been turned u 
where the crooks have not been caught. Now, whether that is a lac 
of adequate law, or a lack of adequate enforcement, that is up to the 
law-enforcement agencies more than us to comment on. 

If there is inadequate law, then probably something should be 
done about it. But again this is a legal question, and I would like 
to turn it over to my friend on my right, if he has any comments to 
that question. 

Mr. Lurnickr. There are laws in most, if not all, of the States—I 
believe in all—that prohibit these practices. I do believe that every- 
body that has anything to do with the enforcement of that law would 
say that enforcement would be assisted if disclosures of the sort con- 
templated by many bills pending in State legislatures and as set forth 
in some of the bills you are considering were required. If you could 
ao or if your enforcement agency or officer could turn to a source 

or reasonably reliable information, his enforcement of the existing 
prohibitions would be greatly assisted. 

Mr. NicHotson. I would like to ask a question there. Are not these 
insurance companies all incorporated or organized by State law? 

Are there any laws on the books about the Federal Government 
being in this insurance business in any way? 

Mr. Lurnicxt. There is one, Public San 15, which I guess really 
clearly says that the Federal Government does not intend to get into 
the insurance business. 

Mr. Nicnotson. That is what I was trying to find out. Is this not 
entirely a State matter, where the insurance companies are organized 
or incorporated ¢ 

Chairman Barpen. Mr. Nicholson, I will say this: I think the ques- 
tion being asked at the moment was this: It started off when we 
were discussing this doctrine of preemption. As I understood that 
gentleman to say a minute ago, he felt, if we removed the fog that now 
exists around the insurance commissioner and authorized the States to 
operate on their own responsibility, that it would assist in t ‘e clari- 
fication and stopping of some of the evils about which we are con- 
cerned; is that a correct statement? 

Mr. Lurntckt. Yes; the matter might be drawing this very clear 
line between insurance operations, which I believe you are speaking 
about, Congressman Nicholson, and noninsurance operations which I 
had understood you were talking about, Mr. Chairman. 

With reference to the insurance operations; that is, if a plan is 
insured, or if a plan actually is engaged in the insurance business, 
it should be and is clearly regulated and the line is drawn and the 
States have the power and the Federal Congress has said they do not 
want to move into there. 

But your Cae. was with reference to the fund before it goes into 
insurance. In that area, I do not believe everybody would agree it is 
clear as to who was the proper, particularly if the Federal Government 
undertakes to act. 

Mr. Nicnorson. If we do not act on this, the insurance companies 
are all then controlled by the State that incorporates them and gives 
them the right to do business. 

Mr. Lurnicxt. Very clearly now, and I think if you were to act, 
T would be very surprised if you were to change that aspect of it, 
but the answer 1s “Yes” to your question. 
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Mr. NicHouson. Thank you, Mr. Chairman. 

Mr. Ruopes. As to the disclosure features of any bill, one of the 
jtems which we considered is the commissions paid in the event the 
insurance is purchased. 

Now there has been some conjecture as to how best we could obtain 
the information as to commissions paid. The trustee should know. 
Maybe, however, he could not certify or swear to a statement of know- 
ing exactly what commissions are paid because it is more in the 
control of the insurance carrier and the broker than it is in the 
hands of the trustee. 

Do you believe that in any law which we pass, that there should be 
a provision that any insurance carrier which participates in a pen- 
sion fund or welfare fund should be required to make a separate dis- 
closure, separate and apart from that of the trustee, as to the 
terms of the contract, and as to the commissions paid, and as to the 
reserves which are accumulated over a period of time, and so on and 
so forth ? 

Mr. FrrzHucu. That is the very next paragraph, sir. You asked 
two questions there. 

Mr. Ruopes. I think that I asked about four questions. 

Mr, Firzuveu. I will be glad to try to answer all of them. 

Mr. Hasketu. Could I ask a question on the original question ? 

Chairman Barpen. I think we had better get an answer to the pre- 
vious question. 

Mr. Firzuven. On the commission end of it, sir, the easiest thing is 
to read the next paragraph. 

A legislative requirement that insurance companies must report 
all commissions, allowances, and fees, giving the names of the recip- 
ients and the amounts paid, on whatever programs Congress finally 
determines should come within the scope of the act, would provide the 
information necessary to prevent insurance abuse. The terms “com- 
missions, allowances, and fees” are not here used in a purely technical 
sense but are intended to include any payments of any nature made 
by an insurer in connection with the sale, servicing, or administra- 
tion of an employee welfare program. 

In addition to commissions, allowances, and fees, there are cer- 
tain other items which should be reported in order to avoid misuse 
or diversion of funds to the detriment of the beneficiaries. These in- 
clude all other items of income and disbursement of any fund estab- 
lished to finance the benefits of the program. Such items are audit- 
able and are in the possession of the program managers. 

I believe that answers your first question. 

Mr. Ruopes. It does. 

Mr. FirzHucu. We are trying to make it plain that we include 
everything, and there are no catches. Anything in the nature of a 
payment to a third party should be disclosed if you are going to ac- 
complish disclosure legislation. If you decide you need one, that is 
the No. 1 thing to disclose. 

Mr. Battery. Would that include a Federal audit, or a State insur- 
ance commissioner audit? You are speaking now of a prospective 
Federal legislation ? 

Mr. FrrzuveH. Most of these Federal bills provide that the funds 
must be audited by an independent auditor, and not a Federal auditor. 
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They must report to the Federal Government that this is their income 
and disbursements and attach to it a certification by certified public 
accountants. 

And then if Federal Government has any reason to question it, 
then is when your enforcement procedure comes in. 

Mr. Hoxtanp. Does that include the expenses incurred in getting 
the order, such as entertainment and gifts? 

Mr. Firznven. Any payment, direct or indirect, cash or otherwise, 
to anyone outside the insurance company. 

The second question comes back to the second question asked me 
about what the insurance company retains in reserves and other things, 
Obviously, I get a salary, and all of these gentlemen get a salary, and 
we see no ented purpose in disclosing that. I do not know how much 
of my salary is charged to this. But any payments to an outside 
agency of any nature, and we are not trying to evade anything, and the 
more comprehensive you can make it the better we will like it, because 
as I said before, we have nothing to hide, and we want this spread 
out for all to see so that there can be no further cause for shenanigans 
due to the operations of insurance companies in this field. 

Mr. Hotxanp. Figures have been thrown around here that 90 per- 
cent of the welfare funds are administered by the companies only. Is 
that true in your experience ? 

Mr. FrrzHueu. We think that is a little high,sir. That is the figure 
that was given in Senator Douglas’ report in the other body. I am not 
sure, and I cannot speak for where he got it, but the best information 
we would have is that perhaps 80 percent of the employees are covered 
under plans established and administered by employers. In any event 
it is a high percentage. 

Mr. Ruopes. May I have my second question answered ? 

Chairman Barpen. All right. 

Mr. House. While we are on the subject of commissions, may I ask 
1 or 2 questions ? 

Mr. Ruopes. I will yield to counsel. 

Mr. Howse. Mr. Fitzhugh, you are familiar with the fact, of course, 
that in New York State and in many other States insurance companies 
file schedules of commissions and after filing them they must include 
in the total premium charged a component equal to that commission 
charge, whether or not that commission is actually paid to any out- 
side broker or agent. 

For example, even where the business comes directly to the com- 
pany through the head of the union or the director of a fund, that isa 
fact, is it not? 

Mr. Firzuvueu. Yes, sir. 

Mr. House. Would you know in about how many States there is such 
a requirement ? 

Mr. Frrznvueu. Frankly,no. But I do not think it is a question of 
the number of States, that that is too important, because 90 percent 
of the business is written by companies who do business in New York, 
and therefore are subject to the New York requirement. 

Mr. Houser. Now, [ think you probably have heard of instances 
where when somebody directly in charge of a fund, its president or 
a director, comes to a company proposing to place a policy, somebody 
in the company, it is said, tells him, “Well, we have to charge you a 
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commission component on this. Why don’t you go to a broker on this, 
and pick a friend or pick somebody ?” 

You have probably been told that there are instances where in such 
eases the man who controls the fund goes to a friendly broker and 
splits commissions or else in other cases an insurance agency is organ- 
ied for the purpose of catching that kind of business. 

In what way would this proposed code deal with that problem? 

Mr. Frrzuvueu. There is a provision in this code, sir, which is 
directly intended to take care of that situation. I don’t need to 
read it. 

The code in effect, and it ties in very closely with your question, sir, 
says that it is — proper for an insurance company to divide its 
commissions to brokers into two parts; one that might be called a 
finder’s fee and the other one the compensation to the broker or con- 
sultant for his services. 

Mr. Battery. You will agree with me that that is a good bit of the 
source of our trouble at the present time, right in that area of the 
problem that we are dealing with. It is right there. 

Mr. Frrzuvau. I think it very likely is, sir, and this code, I think, 
will help solve that important problem by at least permitting the di- 
vision of the commission into two parts. 

Mr. Batrey. Is there a prohibition in that code that no one con- 
nected with the fund can be in any way connected with a fake in- 
surance company that is set up to handle the fund ? 

Mr. Frrzuvucu. That is already in most State laws, the conflict of 
interest statutes. 

Mr. Bartey. Would you suggest that the Congress go into that field 
and set up some standards there, in this legislation, or would you stay 
out of it and leave it to the States? 

Mr. Firzuvcn. That raises the general question, sir, of whether 
you want to get into regulation, in addition to disclosure. Under 

ublic Law 15, so far, Congress has decided to leave regulation to 
States. If you were going to get into regulation, that might be one 
field that you might want to give serious consideration to. 

Mr. Bamey. Thank you. 

Mr. Hovssr. Is there anything in this code which would eliminate 
the so-called compulsory commission component of a premium in 
those cases where no one renders any services to earn that commission 
component, because the business comes fully ready from a fund to the 
company ? 

Mr. Frrzuvueu. That was the section I was trying to find, sir. It 
gets at it to this extent : It divides the commission into these two parts, 
and it says in effect the bulk of the commission is for this consultant 
service which is rendered in most cases but not all. Then because this 
is, to go back to your other question, this is not a requirement of all 
of the 48 States, this stops short at that point with the intention that 
the New York insurance department, who has promulgated this and 
has told us, so it is no secret, that they intend to reconsider that ruling 
very earnestly. That is a ruling that dates back to 1927 and has a 
very sound foundation in the ordinary operation of the insurance 
business. 

Again, this welfare business is quite new, and to put the whole 
thing into context the reason for this regulation is to prevent dis- 
crimination and rebating. 
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If in the ordinary operation of insurance companies, men that 
wanted to buy a $10,000 life policy could just be sold the idea by an 
agent of Mr. Lutnicki’s company, who did a lot of work in designing 
it and telling him how much it would cost and then the prospect walks 
into Metropolitan and says, “I don’t need any help from an agent; 
here is exactly what I want and sell it to me without commissions,” 
you can see what that would do the distribution system of the life 
insurance business. It would cut the heart out of the agency system 
and it would be rebating and discrimination. 

That is the origin of this ruling ; it is to give all people fair treatment 
so that somebody can’t get a special deal by walking into the insurance 
company. 

Now when it comes to these large welfare funds, where very expert 
services are needed, the situation is quite different from what faced the 
department when they made that ruling. I think from talking with 
them, or I know from talking with them, that they recognize this as a 
new situation and they are going, after proper hearing of all of the 
people, to reconsider it, and I personally hope that they revise it to the 
extent of that portion of the commission which is required for con- 
sultant services. 

Mr. Fre.tincuuysen. Could we repeat the question ? 

Mr. Ruopes. The question I would like to ask is whether you feel 
that the reporting function of an insurance carrier should include a 
résumé or a report of the reserves which have been accumulated for 
profit, which has been retained as a result of the contract, or any other 
matters which are generally applicable to the operation of the insur- 
ance contract. 

Mr. Firznvucu. Yes, to answer that, if I may, to start with, and I 
would like to supplement it because of your particular interest, I 
would like to read again because that is our next subject, and then 
supplement it if I may. 

On the other hand, in the case of insurance companies there are 
certain nonauditable or actuarial items, such as claim reserves, con- 
tingency reserves and other so-called retentions which should not be 
reported. 

‘or example, claim reserves—those reserves held by insurance com- 
panies to cover payments yet to be made on claims already incurred— 
are matters of actuarial judgment. These amounts vary from case to 
case, depending upon the composition of the group insured and the 
character of the benefits provided, and in essence represent expert 
judgment as to insurance company liabilities actually incurred but as 
yet not realized. All these actuarial items are subject to careful re- 
view by State insurance departments and to be properly understood 
require considerable technical knowledge of the insurance business. 
An explanation of these items is available at any time to a group 

olicyholder—whether the policyholder is a union, jointly admin- 
istered trust fund, or an employer. They should not be made available, 
certainly not without an individualized explanation and analysis in 
each case, to others not in a position to properly evaluate their validity. 

Now if I may interpose there, sir, we fear, and I think fear is the 
right word, and I don’t think chaos is too strong a word, the chaos 
that would result if we were required by Federal disclosure legislation 
to disseminate to the world at large, 50 million employees around the 
country, the intimate details of the insurance companies’ operations. 
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We disclose them to 49 State insurance departments now, and on 
examination they can find anything they want, and we have nothing 
to hide. But we just shudder to think if nothing else of the corre- 
spondence that would result from spreading all over the country 

ese intimate details which we could not expect the beneficiaries to 
understand. 

But they will naturally be curious and if you distribute to 32 mil- 
lion employees covered by group life insurance, and if we had to mail 
out to every one of those 32 million what reserves we held on their 
policy, there would be a fair number, even if an infinitesimal per- 
centage, writing in, and we would have nothing left to do but to 
answer questions. 

Besides the burdensomeness of it, we think there is a real danger 
in that. For example, again we have trouble because cases that have 
caused the trouble have been big ones, but there are thousands of little 
ones for every big one. 

To disclose the retentions on a small case would be nothing short 
of very misleading. You take a case of 75 or even 200 lives, and you 
do not expect a claim every year. So that in 1 year, if the insurance 
company has collected $10,000 in premiums, and paid no claims, it 
would look like it had kept 100 percent of the premium which would 
look terrible, but the next year, 1 claim could be $20,000, and the 
retention would be minus 100 percent. 

So it would be misleading to the people that got it, and further- 
more, and perhaps the most serious danger, it would play right into 
the hands of the twisters. All of the studies have shown that one of 
the big problems here is unscrupulous, if you like, consultants, who 
transfer the insurance coverage from one insurance company to an- 
other insurance company for the primary purpose of getting another 
commission. The first year commission is the largest, as you all 
know, so if they can take it from a company that is down into the 
renewal scale and transfer it to another company that is paying first 
year commissions, they get some more commissions out of it and 
everybody else is worse off except that particular consultant. 

Now if this disclosure requirement made the existing carrier lay 
out on the table and spread out for the world that their retention 
was 7 percent of the premium or whatever it was, that would just be 
a gold mine for all of these people to come in and say, “I can get it 
for you for 614 percent,” and find some favorite insurance company 
that will say that, remembering that bidding in insurance is not like 
anything else I know of, and there is no guaranteed price. We can- 
not guarantee that we are going to keep 8 percent or 6 percent or 
12 percent. All we can say is that we think that that is what we will 
keep. We do not know what our expense rate is going to be 5 years 
from now, and we do not know what the contingencies are going to be 
and what the mortality rate is going to be 5 years from now, and 
we can only guess. 

Mr. Hovuss. It is against the law to guarantee it anyway. 

Mr. Firzuucn. Yes; but even if it were not, it would be bad busi- 
ness. Just to bring it down to a particular, if the Metropolitan has a 
policy with the XYZ company and we have charged them 7 percent, 
we know what it costs to handle that business, but if a broker knew 
that, who had ulterior motives, another insurance company, a favorite 
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insurance company that would pay the biggest commissions, he could 

go to them and say, “All you have to do is guess that you will do it for 
634 percent and you will get the business and if you end up charging 
9 percent we will find some way to explain it later.” 

We are afraid that disclosing these intimate details of an insurance 
company operation, would —_ cause chaos, and I think that is not 
too strong a word. It would transfer business around the field for 
the profit of nobody but the fellow getting the commissions. 

Mr. Ruopes. I think your answer is certainly very definitive, and I 
am inclined to agree with you, but maybe for another reason. That 
is that the competition in this insurance industry is so terrific that 
I doubt very much if any company is going to make a very large 
profit out of any one fund over a long period of time anyway. 

Also, for another reason, if you were required to report on the actu- 
arial status of X fund and Y fund and Z fund, you might find that one 
of them was very profitable and another one had lost money. The only 
way that an insurance department can tell whether the policyholders 
of the whole company are being protected adequately by the retention 
of reserves is to look at the whole program. 

Mr. Firzuucn. That is right. 

Mr. Ruopes. I will disagree with you on this point: I do not be- 
lieve that the examination of the insurance departments would be ne 
roof against unconscionable profits on this type of contract. I thin 
it is true that an insurance department in inspecting a company will 
make sure of the adequacies of the reserves but it will not interpose 
any objection to the retention of reserves which are much larger than 

the minimum required. 

Mr. FirzHvucn. The New York Insurance Department will, sir. 
They put us through the wringer, of course we don’t do anything we 
shouldn’t, but if we did they would do it. They could not examine 
every policy, and it would not be possible, but they could spot check 
to see that we treat all of our policyholders without discrimination. 
That is the provision of the law, that we must be nondiscriminatory. 

If our overall retention is reasonable, and the insurance department 
makes sure that it is nondiscriminatory, then no one customer can be 
getting a bad deal either. If I can just say one more thing, sir, on 
that very point, as to our overall retention, to see that we are giving 
our customers a good deal, I took out just to see what they looked like, 
from the published annual statements filed with all insurance depart- 
ments and open to public inspection so there is no secret about it, the 
overall total experience on group insurance business of the 20 insur- 
ance companies that have the largest volume of premium in this field. 
Those 20 companies, have 85 percent of the premium in the field. Of 
those, in that 85 percent of the business, the total amount kept by 
insurance companies for all purposes combined, exclusive of taxes, 
which we can’t help, as commissions, fees, home office expenses, claim 
expenses, and all other expenses, was 6 percent for group life insur- 
ance, and 8.3 percent for group disability coverage, accident, health, 
and surgical. 

So it is a matter of opinion. We think that is pretty good service 
we are giving our customers on the average, and with the insurance 
departments making sure we are being nondiscriminatory, we think as 
far as insurance operations are concerned there is no need or wisdom 
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or desirability of requiring further disclosure of the details to millions 
of people that would not understand them. 

Mr. Baitey. The question I had was this: Do you think that the 
average staff of a State insurance department is competent to audit in 
a complicated field like this? I find them in my experience as assist- 
ant State auditor, in which we administered the insurance department 
in the State of West Virginia, that our employees in that department 
were completely lost in auditing and separating and analyzing and 
making a report on the operation of some of the insurance companies 
doing ‘business in our State. They are political employees and they 
are underpaid and they are incompetent to begin with. 

Do you have any suggestions to offer in that regard ? 

Mr. Firzuvueu. I would not want to make a sweeping indictment 
of all State insurance supervision. When it comes to an individual 
State, I obviously am not aware of the details in any one, but I would 
like to point out that the way it operates is that they divide the coun- 
try into zones. Let us take an insurance company in the ABC State 
Sehich may not have, let us assume it does not have, the best insurance 
supervision, but it is not just examined by that State. It is exam- 
ined by an insurance department from each of 5 different zones, and 
some of the 5, or more of the 5, I am sure, has the necessary staff 
to make an examination of the company. 

Mr. Ruopes. I have no further questions at this time. 

Mr. Gwinn. Mr. Chairman, my question might be answered, and so 
I will defer that. 

Mr. Houss. May I have a question at this point on this subject? 

Chairman Barpen. You can return to it, but I want him to finish 
his statement. 

Mr. FirzyHvuen. Now, at the bottom of page 6, I will see if I can 
skip over some of the things that we have covered. 

Teatensan Barven. That may be done. 

Mr. Firzuueu. Accordingly, we do not believe that the proposed 
legislation should require the reporting of these technical actuarial 
details either by the managers of the program or by the insurer. To 
avoid subsequent misunderstanding of the intent of Congress, we 
recommend that the legislation itself be specific as to just what types 
of information must be reported rather than leaving it to determina- 
tion by a Government agency under too broad a statutory delegation. 

Regarding the second question as to whom the information on com- 
missions, allowances, and fees should be reported, our feeling is that 
any such information to be required from insurers should be fur- 
nished by the insurer to the managers of the program, who in turn 
would be required to report it to the designated Federal agency. 

It is the managers of the program that are responsible for this 
operation, coming back to your question again, Mr. Rhodes, and in- 
stead of having us report this directly to the Government and having 
them tie it in, if you require us to give it to the manager and the 
manager to turn it over, then the Government will get it all in one 
piece. We suggest that our reporting be to whoever has bought the 
policy from us and they include it with the information they have to 
submit to the Government, so it all comes together. 

We see no need for requiring automatic dissemination of reported 
information to all the millions of beneficiaries of these programs. 
However, the report, or an appropriate summary thereof, could be 
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made available by the agency or, under regulations prescribed by it, 
to those having a direct interest who request it. Beyond this point, 
it wolud become an unnecessary item of expense and administra- 
tive burden. 
: We have nothing to hide, but we see nothing but expense involved 
ere. 

It might be asked, “What is the harm in requiring the reporti 
and disclosing of this additional information involving techniall 
actuarial details, if the insurance companies have nothing to hide?” 
In addition to the tremendous administrative and cost burden in- 
volved if all of this information were to be reported to a Government 
agency and disseminated to all beneficiaries, as well as the burden 
on the Government agency to whom it would be reported—par- 
ticularly if the Government agency were to do more than just file 
it—there is a serious question whether this is a reasonable require- 
ment to make of insurance companies. 

You have a very important question of the dilution of the effors 
of the Government agency. If they have to get thousands of these 
reports, with a lot of details which are not necessary to prevent abuse, 
it will make it less easy for them to find the cases of abuse that they 
are looking for. 

As already indicated, insurance companies disclose for more than 
most other businesses in their reports to State insurance departments, 
which are also available to the public. Although these public reports 
cover the operations of the insurance company as a whole, complete 
details on any and all individual transactions are open to examination 
by the State insurance departments. Accordingly, it could hardly be 
said that insurance companies are trying to hide anything. 

In the face of these existing provisions, insurance companies should 
not be required to disclose the competitive details of their business. 
No other industries are asked to disclose to all their customers, com- 

titors, and all others their selling and distribution costs, reserves 
or depreciation, surpluses, or even profits applicable to each indi- 
vidual sale, service, contract, or order. A very important practical 
consideration is that disclosure of information on individual 
cases, which is not necessary to prevent misuse or diversion of 
funds to the detriment of the beneficiaries, would reveal data which 
would be of great value to persons engaging in the evil of “twisting” 
or “switching” policies from one insurer to another to secure higher 
commissions and fees. This has been one of the important types 
of abuse in this field, and it would be unfortunate indeed if legislation 
designed to prevent it should actually stimuate such abuse. 

It is our firm belief that appropriate disclosure legislation with 
regard to commissions, allowances, and fees, combined with the ef- 
forts of the State insurance commissioners, will prevent abuses re- 
lating to insurance operations in this field. After all, the real prob- 
lem that has been brought out in the various investigations is how 
to keep people from “having their hand in the till,” and this will do 
it. Then the normal forces of competition will come into play. 

The difficulty in the few cases that have been brought to light is that 
competition worked in reverse ; in other words, the competition in such 
cases has been how to get the highest commissions and fees, rather than 
the best insurance program. Take away the incentive of excessive 
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commissions, allowances, and fees and the purchaser of the insurance— 
whether it be a union policyholder, employer policyholder, or a jointly 
administered trust—has every normal incentive to get the best insur- 
ance plan available at the lowest cost consistent with effective and 
efficient service. It is important to remember that lowest cost is not 
always the best cost. It is always possible to cut cost by marketing an 
inferior product. However, there are enough insurance companies, 
salesmen, consultants, and brokers in the field to see that buyers who 
are honestly seeking insurance at a reasonable and fair cost will get 
it. Competition between insurance companies is keen, and competent 
and economical services are readily available to buyers. Give these 
normal forces of competition an opportunity to work by removing the 
improper incentives referred to, and no further legislative mandates 
are necessary. 

I turn now to our third point, the question of the type of welfare 

rogram which should be required to register, report, and disclose. 
In considering the most practical way of limiting the application of 
the proposed legislation so as to cover the field that needs to be covered 
but not go beyond, we as insurance companies are directing ourselves 
in this statement to that area involving insurance programs. We are 
not taking any position as to the extent to which the legislation should 
apply to uninsured welfare or pension plans. 

Yumerous bills dealing with this subject have been introduced in 
Congress. Some of them would apply to all types of plans, programs, 
and funds. Other bills would limit the scope of the proposed legisla- 
tion in one way or the other. For example, there is proposed legisla- 
tion which would be limited to funds set up under the provisions of 
the Taft-Hartley Act. This is the area where the abuse which has been 
uncovered by various Federal and State investigations has occurred. 
Another bill takes a somewhat different approach. It excludes all 
plans of the level-of-benefits types. The reason for such exclusion is 
that under such programs the employer provides for his employees a 
plan of definite benefits and either pays the entire cost or asks his 
employees who desire to participate in the plan to contribute a fixed 
amount monthly or weekly toward the cost, with the employer paying 
the balance, whatever it may be. The employees are assured of a 
definite level of benefits either at no contribution from them or at a 
predetermined fixed contribution. 

Thus, any mismanagement or uneconomical management of the pro- 
gram would not work to the detriment of the beneficiaries either by 
reducing their benefits or increasing their cost. It would merely in- 
crease the cost to the employer. 

Hence, there is no incentives for the abuses that have been uncovered 
in other types of programs, such as those under which an employer 
agrees to pay a certain number of cents per hour, or percentage of 
payroll, into a fund, out of which benefits will be paid, by the purchase 
of insurance or otherwise. In such latter cases, obviously, any exces- 
sive expense does not increase the employer’s cost, but reduces the 
amount available for benefits to the employees. 

Limiting the application of the proposed legislation to funds set 
up under the provisions of the Taft-Hartley Act or exempting level- 
of-benefit lans, would accomplish the basic purpose of preventing 
misuse or diversion of funds to the detriment of beneficiaries without 
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sweeping in the large majority of programs which are not susceptible 
of such abuse, and w where no such abuse has been found. 

It has been suggested by some witnesses that even under a level-of. 
benefits approach, the total cost to the employer is nevertheless an 
important consideration in determining what benefits can be provided, 
and therefore any excessive cost of administration due to mismanage. 
ment or abuse is reflected in lower amounts available for benefits, 
This argument overlooks certain important points. Any additional 
expense to the employer, arising from ineflicient management of an 
employee welfare program, does not have any more ‘effect on the 
amount available for benefits than would any other excessive employer 
cost of doing business. Employers should not be required to dis- 
close details of all operational expenses in order to make sure that the 
most money is available for employee benefits. 

Moreover, once the benefit level has been determined, the employer 
under the level-of-benefits plan has every incentive to provide such 
benefits for his employees at the lowest expense to himself consistent 
with quality performance—and no incentive to do otherwise. This 
normal incentive to get the best possible arrangement is lacking 
in the cents per hour type of plan, under which once the employer's 
cost level has been determined, no efforts on his part to secure efficient 
administration can affect his cost. This is the basic hard core of the 
difference between the two types of programs. This difference is in- 
herent in their nature, but is overlooked by persons advancing this 
argument. 

An example of a type of level-of-benefits plan may suffice to illus- 
trate the point that these plans should be excluded from the proposed 
legislation. Just to simplify the illustration, consider the case of an 
employer whose employees do not belong to a union. The employer 
unilaterally decides to buy a group life insurance policy providing 
all his employees with $1,000 of group life insurance, with the em- 
ployer paying the entire cost. He gives all his employees an an- 
nouncement notifying them that they are so insured at no cost to them, 
and the insurance company follows this up wtih a certificate delivered 
to each employee outlining his benefits. It seems to us that it requires 
a substantial stretch of the im: ugination to understand why the Federal 
Government should require that employer to report complete finan- 
cial details of the operation of this plan to a Government agency and 
to disclose those details to each of his employees. 

We call your attention to the fact that the incentive to abuse in 
these programs is not related to whether the program is managed by 
employers alone, unions alone, or jointly by both. The common de- 
nominator in all cases of abuse has been the existence of an identifiable 
fund for which the income is determined in advance and the benefits 
are later determined depending on the funds available. Where there 
is no such fund, as in the case where premiums are paid directly 
to an insurance company by an employer with benefits determined 
in advance, there is no fund to manage, or mismanage, or loot. Put 
another way, where there is no fund, ‘there are no joints in the pipe- 
lineto leak. Of course, on the other hand, the existence of a fund does 
not necessarily imply mismanagement. The vast majority of funds 
are well managed. 

The interest of the employee differs widely between these two types 
of welfare programs. In the operation of a level-of-benefits welfare 











eptible 


Vel-of. 
less an 
vided, 
anage- 
enefits, 
itional 
—of an 
on the 
ployer 
to dis- 
hat the 


ployer 
le such 
sistent 

This 
acking 
loyer’s 
flicient 
of the 
> is in- 
ig this 


> illus- 
oposed 
» of an 
ployer 
viding 
he em- 
un an- 
» them, 
livered 
‘quires 
‘ederal 
finan- 
cy and 


use in 


ifiable 
enefits 
> there 
irectly 
‘mined 

Put 
> pipe- 
d does 
funds 


) types 
‘elfare 


WELFARE AND PENSION FUND LEGISLATION 315 


plan, his only concern is that he receive the benefits which have been 
promised him, for the fixed contribution agreed upon. However, in 
the case of ac ents per hour welfare fund, no specific benefits have been 

romised and the amount he receives will depend on how much money 
is left in the fund after the expenses and other charges against the 
fund have been paid. Hence, the employees’ benefits are directly and 
adversely affected if a fund manager diverts a portion of the fund to 
his own or other uses, whether in the form of excessive commissions or 
fees or otherwise. This situation doe not exist in the operation of wel- 
fare plans on a level-of-benefits basis. 

The preceding review of the fundamental basis for distinguishing 
between these two types of programs indicates that the inherent 
differences between them obviate any need for extending the scope of 
any legislation that may be found necessary for cents per hour type 
funds to the level of benefits type plans. Studies by State authorities 
have confirmed this conclusion. 

For example, the report. of a subcommittee of the National Associa- 
tion of Insurance Commissioners in May of 1956 stated: 

From the investigations, it has become apparent that the abuses to which 
additional regulatory legislation should be addressed have occurred where there 
existed a fund with payments into it determined in advance, on a basis such 
that the net amount available from the fund for providing the benefits is or 
would be directly reduced by any amounts charged, allocated, or spent for 
expenses, administration, taxes, if any, or other nonbenefit items. 

Such funds should be included in the scope of the legislation regardless of 
whether unilaterally administered by employer representatives or labor organ- 
ization representatives or jointly. 

Accordingly, the subcommittee recommends that the legislation so define em- 
ployee welfare funds. 

Again the question could be raised, “Even if there is no need to in- 
clude such plans, is there any harm in including them? What is 
there to hide?” 

There are three practical answers to this question. 

First, it has been estimated that the former plans cover more than 
90 percent of all employees covered by all forms of welfare programs 
so that application of the proposed legislation to such plans would 
inordinately increase the paperwork ‘involved, and the additional 
burden on the Government agency would be tremendous without cor- 

responding public benefit. At a time when economy is even more 
important than usual in Government operations, why set up an agency 

many times larger than is really required to ac complish the objective 
of preventing abuses? 

It has been stated before this committee that there are possibly 
500,000 programs of all types in existence. Even if the number is 

reduced to 50,000 by excluding cases under some minimum size—which 
we believe is a practical measure in any event—the administrative 
agency would be required to review the reports from the 90 percent 
whose financial structure is such as to make reporting unnecessary in 
order to search out the relatively few cases in the remaining 10 per- 
cent where abuses might exist. We believe such a dilution of the agen- 

cy’s work, entirely aside from the extra expenses involved, could seri- 
ously impair its ability to find and investigate cases of actual abuse. 
Put another way, we suggest that more effective results can be ob- 

tained in such a situation through the use of a rifle rather than a 
shotgun. In order to keep within practical limits the number of 

94914—58 21 
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employee welfare programs subject to reporting, the soundest method 
is to exclude level-of-benefits plans, where the beneficiaries rights 
do not need the protection of this type of legislation. 

Second, the application of unnecessary reporting and disclosure 
requirements to level-of-benefits welfare plans would result in an 
increase in the cost of operating such plans which is unwarranted by 
any benefit accruing to the employee beneficiaries. This extra of 
pense would be particularly burdensome if automatic dissemination of 
information to all beneficiaries were to be required. The postage 
alone would amount to well over a million dollars, and this would be 
a small part of the cost of printing and paper, keeping address lists 
up to date, addressing the envelopes, and answering questions. Other 
costs could be even greater. 

Third, any requirement that the employer’s cost of the level-of- 
benefits plan be disclosed to other parties could switch the emphasis 
in designing employee benefit plans from employee benefits to em- 
ployer costs. ‘This could seriously interfere with the established 
procedures in designing such programs. As this matter is of more 
concern to employers and employees, we do not propose to go into 
it in any detail. But as insurers, we feel we do have a responsibility 
to point out that it would be unfortunate if requirements designed 
to eliminate abuses in cents-per-hour type funds were also to be ap- 
plied to level-of-benefit plans for the reason that this could lead to 
a change in plan design which would transfer the additional cost of 
adverse claim trends from employers to employees. 

Turning to our fourth and last main point, we believe it is of great 
importance for any legislation in this field to include two specific 
provisions relating to the activities of the several States in this field. 
One is a provision to eliminate, insofar as possible, the burden and 
expense of duplicate reporting by the managers of a fund to both 
Federal and State agencies. The importance of this has been em- 
phasized in testimony both before your committee and the Senate 
subcommittee. Most of the State laws already passed include some 
provision to avoid multiple reporting. The so-called model bill ree- 
ommended by the National Association of Insurance Commissioners 
also recognizes this difficulty and makes appropriate provision there- 
for. It is, of course, important for the Federal Government to take 
similar action. 

The second provision is of even greater importance. Any dis- 
closure legislation should provide that its passage does not constitute 
a Federal } preemption of this field. Such a provision will insure that 
employees will not be denied the protection of any applicable State 
laws, particularly the State insurance laws. Most of the witnesses 
who have mentioned this subject have agreed that Federal legislation 
should be limited to disclosure and that any additional regul: atory fea- 
tures should be at the State level. Care must be exercised in drafting 
Federal legislation so as not to impair the effectiveness of existing 
State legislation nor interfere with the States rights to enact addi- 
tional safeguarding legislation. 

We appreciate this opportunity to present our views and we will be 
happy to answer any questions or provide any technical assistance that 
might be of-help to your committee. 
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(The code of ethical practices is as follows :) 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS CoDE OF ETHICAL PRAC- 
tices WiTH RESPECT TO THE INSURING OF THE BENEFITS OF UNION OR UNION- 
MANAGEMENT WELFARE AND PENSION FUNDS 


PREAMBLE 


The business of life insurance, annuities, and sickness and accident insurance 
js an important factor in the provision of economic security for millions of 
Americans and their families. It is an example of accomplishment on a volun- 
tary basis. It could not have attained its present degree of public acceptance if 
ethical standards of conduct had not generally been followed, and if it had not 
been motivated by a sense of public responsibility. 

One of the most effective ways of providing this economic security has long 
been through group plans providing death, sickness, accident, and pension bene- 
fits. While these benefits have been traditionally purchased by employers di- 
rectly from insurers, in recent years an important new method for extending 
such benefits has been developed. This is the trusteed union-management wel- 
fare or pension fund, established by collective bargaining between labor unions 
and employers. Many of these trust funds provide their benefits through group 
jnsurance policies or group annuity contracts issued by insurance companies. 

This new method of providing employee and dependent benefits has raised @ 
number of problems. In most instances the fund trustees have scrupulously re- 
spected their fiduciary responsibilities, and insurance companies, agents, and 
brokers dealing with them have likewise generally conducted themselves in the 
best traditions of the insurance business in observing in both letter and spirit 
the laws of the several States. However, such has not been true in every case. 
With the rapid growth of these union-management trust funds, public interest 
points to the desirability of expressing, in the form of a code of ethical prac- 
tices, a statement of accepted good practices in the insuring of the benefits of 
trusteed union management welfare and pension funds. 

The following code of ethical practices adopted by the National Association of 
Insurance Commissioners is intended to serve as a declaration of principles 
applicable to insurers, agents, brokers, and others in the proper conduct of 
insuring welfare and pension funds, and will serve to complement such existing 
State insurance laws as require that insurance benefits be reasonable in rela- 
tion to the premiums charged, and which prohibit unfair discrimination, rebates, 
misrepresentation, misleading or deceptive acts, and other unfair trade practices 
or unfair methods of competition as being prejudicial to the interests of policy- 
holders and beneficiaries of insured welfare and pension funds. 


SECTION 1. PAYMENT OF BENEFITS 


It is the responsibility of the insurer to pay benefits under its policies promptiy, 
fairly, and without discrimination, in accordance with policy terms. Insurers 
should make periodic audits of benefit payments made on their behalf by fund 
administrators or others. The results of such audits should be available to the 
trustees of the fund. 


SECTION 2. COMMISSIONS, FEES, AND OTHER ALLOWANCES 


It is recognized that the growth of group insurance has been due in large 
measure to the insurance-agency system, and that insurance agents and brokers 
ought to be fairly compensated for their services in the promotion of group- 
insurance plans. However, excessive commissions, fees, and other allowances 
tend to reduce the level of benefits payable under group policies to beneficiaries of 
welfare and pension funds. Consequently, it is in the best interests of the 
public, of the beneficiaries of such funds, and of the insurance business as a whole 
that commissions, fees, and other allowances to insurance agents and brokers, 
and to other person, firm, or corporation be reasonable and not excessive. 


A. Definitions 

“Commissions,” for the purpose of this code, shall include all compensation 
of whatever nature and by whatever name payable by an insurer to an insur- 
ance agent or broker, compensated primarily on a commission basis. 

“Fees and other allowances,” for the purpose of this code, shall include admin- 
istration fees, service fees, or any other payment of a similar character payable 
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by an insurer to an insurance agent or broker or to any other person, firm, or 
corporation. 

“Insurer,” for the purpose of this code, shall include any insurance company, 
nonprofit hospital and/or medical and/or dental indemnity or service corpora. 
tion, and any other organization licensed by any State to provide insurance 
benefits. 

“Welfare and pension plan or fund,” for the purpose of this code, shall mean 
any program providing life insurance, accidental death or dismemberment, cash 
disability, hospital, surgical, medical, dental, or pension benefits to the mem. 
bers (and/or their dependents) of a collective-bargaining unit under a policy or 
policies issued to the trustees of a union or a union-management welfare fund, 
or to a union as policyholder as a direct result of a collective-bargaining agree. 
ment. 


B. Commission scales 


(1) One of the fundamental characteristics of group-insurance policies is the 
economy of operation inherent in providing insurance and pension benefits to 
large numbers of persons under one master contract. The decremental commis- 
sion scale, widely accepted and used in the group business from its inception, 
recognizes this characteristic of economy because of size by providing for de. 
creases in the rates of commission as the size of the premium increases. Renewal 
commission rates, which are considerably lower than first-year rates, also 
decrease with increase in premium volume. 

The table below illustrates on the basis of the effective rates for the indicated 
premium volume a generally accepted range of commission rates, first-year and 
renewal averaged over a 10-year commission-paying period, to insurance agents 
and brokers, derived from schedules currently in use on group life and group 
accident and sickness policies, which are considered to be reasonable and not 
excessive. 

Commission range’* 





| Effective rates for indicated 
premium volume 
Annual premium volume 


From To 





Percent Percent 
$20,000_____- 32 

$30,000____ 7 
$50,000 - 

$100,000_- 

$150,000__ 

$250,000 

$500,000 

$1,000,000 

$2,500,000 $ ule mt = 5 2] 


Prepnoee. 


wm OF GO 89 OO OO RO I 


1On an annual premium volume of less than $20,000, the range of effective commission rates would be 
somewhat higher than the largest indicated above and, on an annual premium volume of more than 
$5,000,000, the range of effective commission rates should be somewhat less than the lowest indicated above, 


Note.—The particular commission scale paid should not be taken as the sole indication of the ultimate 
net cost of insurance to the buyer, since such cost is affected by many factors, only one of which is the 
nsurer’s acquisition expense. Acquisition expense itself includes factors in addition to the commission 
scales set forth above. 


(2) Any commission-rate scehdule used by an insurer for welfare funds is 
considered unreasonable and execessive if (a) it provides for the payment of 
commissions in excess of the range shown in the preceding table, or more than 
would have been paid under the insurer’s commission schedule applicable to a 
similar group policy of like premium volume issued to an employer, whichever is 
less, or (0) the schedule is not uniformly used as the maximum for all welfare 
funds. An insurer may provide in such commission schedule that a portion of its 
total commissions, in accordance with a predetermined scale established for the 
purpose, is to be considered as the basic selling commissions, with the balance 
available for compensation for other services of the insurance agent or broker, 
such as assistance in designing, installing, or servicing the welfare and pension 
program, 
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(3) Where two or more forms of group insurance are issued, concurrently or 
within 6 months from the issuance of any one of such forms of coverage, by an 
insurer to a welfare fund, the premiums for all the insurance coverages, whether 
under 1 or more policies, should be combined in determining the total commis- 
sions payable; and where 2 or more welfare funds are combined through a master 
or administrative trust or otherwise, they should be similarly considered as 1 
fund for commission purposes. 

(4) Any increase in premium resulting at any time from normal additions to 
the group of insured persons (e. g., from additions resulting from the insuring 
of new employees of participating employers, from a reduction in the eligibility 
requirements of the plan, from the inclusion of employees of a new participating 
employer in the plan unless under the collective-bargaining agreement participa- 
tion in the plan is optional with the employer, from salary increases, etc.) 
should be treated for commission purposes as part of the existing premium and 
not as a separate new premium, 

(5) Where an existing policy is extended to insure a new classification of 
employees (e. g., where the plan is expanded beyond its original scope to include 
members of an additional union local, or employees of the employer members of 
an additional trade association, or additional classes of members within locals 
already participating, or additional classes of employees of employers already 
participating), or where the existing policy is revised to increase the schedule 
of insurance on those already insured, or where a new form of insurance is added, 
the resulting additional premium should be treated for commission purposes as 
part of the existing premium and not as a separate new premium, unless such 
extension or revision occurs at least 6 months after the original issuance of the 
group policy and of the latest separate new premium, in which case the com- 
missions payable with respect to the additional premium should be not more than 
the amounts determined by applying the insurer’s commission scale to the addi- 
tional premium as if there had been no previous insurance. 

(6) In lieu of its normal decremental commission schedule, providing for higher 
first-year Commissions and lower renewal commissions, an insurer may use aver- 
aged decremental commission rates, applicable to both the first and renewal policy 
years, if such rates are the approximate mathematical equivalent of its normal 
schedule when applied to a uniform amount of premium. 

(7) Under no circumstances should the scale of commissions be contingent 
on the claim rate under the group policy. 

(8) While in some circumstances the transfer of group insurance from one 
insurer may be of advantage to a welfare or pension fund, it results in dupli- 
eate acquisition costs. Accordingly, in cases of proposed transfer, the new 
insurer should disclose directly to the prospective policyholder the amount of 
any commissions, fees, and other allowances to be paid. Commission rates for 
the first and subsequent policy years should in all cases of transfer be payable 
only on a basis which averages the rates over the entire commission-paying 
period, and the total commissions payable over such commission-paying period 
should be not more than those which would be payable by the new insurer were 
there no prior insurance. 

(9) Commissions should not be paid to any person, firm, or corporation not 
actually in the business of selling insurance, or not a licensed agent or broker 
at the time the sale was negotiated. 


C. Fees and other allowances 
(1) An insurer shall not make any payment of fees or allowances of what- 

ever nature, and by whatever name, to an insurance agent or broker, or to 
any other person, firm, or corporation in connection with the sale, service, or 
administration of a group policy issued to a welfare or pension fund, other than 
commissions to an insurance agent or broker as heretofore described, except 
in reimbursement for the reasonable value of one or more of the following 
services performed on behalf of the insurer. 

(a) Issuing certificates. 

(b) Maintaining employee records. 

(c) Billing premiums. 

(d) Processing claims. 
In no event shall any payment for such services (a) exceed the amount that 
would have been credited to the policyholder in the insurer’s dividend, expe- 
rience-rating, or premium-rate formula for the performance of the same serv- 
ices, or (b) be made to an insurance agent or broker, or any other person, firm, 
or corporation which does not maintain an organization equipped to furnish 
such services. 
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(2) An insurer shall not make any payment of fees or allowances of what. 
ever nature, and by whatever name, to a policyholder, whether for doing work 
sometimes performed by an insurer or otherwise, except as part of a refund or 
dividend under the operation of the insurer’s regular dividend or experience. 
rating formula. 

(3) Where other administrative work involving normal policyholder fune. 
tions is paid for by the insurer, an identifiable charge in addition to the pre 
mium, properly labeled, for the reasonable value of the services performed 
should be made to the fund for such work. If the insurer engages a third party 
to perform such work, it shall maintain control and responsibility for its proper 
performance, and the amount of the fee or allowance paid therefor shall be 
reasonable in relation to the services rendered and shall be consistent with the 
charge made by the insurer to the fund. 

D. Filings 

Whenever there may be particular circumstances unler which an insurer be- 
lieves that payments of commissions, fees, or other allowances on a group 
policy, other than those conforming with this code, are justifiable and should be 
paid, it should promptly furnish a complete explanation of the reasons therefor 
to the insurance supervisory official of the State in which the group insurance 
policy is delivered, and such explanation also shall be available on request to 
the insurance supervisory official of any State in which certificates under such 
policy are outstanding. This subsection is not applicable in the case of any 
State which by law, regulation, or ruling requires filing of all schedules of com- 
missions, fees, or other allowances on group policies. 


E. Disclosure to policyholder 


An insurer shall, upon request, disclose to a policyholder or prospective policy- 
holder the commissions, fees, or other allowances paid or to be paid, and when 
doing so should furnish additionally a copy of this Code of Ethical Practices, 


F. General agents and other representatives 


The common practice among insurers of paying salaries, providing other 
benefits, and making payments in the nature of an overriding commission to 
general agents and full-time home office representatives of the insurer who 
regularly design, install, or service the welfare and pension plan, or who regu- 
larly assist insurance agents and brokers in selling, is a recognized method of 
meeting overhead sales and service expense of the insurer and, therefore, is 
not intended to be affected by the preceding subsections B and E: Provided, 
however. That any such overriding commissions to a general agent should be 
determined on scales not higher than those applicable to group policies issued 
to employers, and if the group business obtained personally by a general agent 
in any calendar year exceeds one-half of the total business in his agency for 
overriding commission otherwise payable to him shall be reduced by one-fifth 
for each one-tenth or fraction thereof of such total business by which such 
business personally obtained exceeds one-half of such total business: And pro- 
vided further, That the payment of any overriding commission is not used asa 
device for evading the intent of this code. 


SECTION 3. RELATIONSHIP BETWEEN THE TRUSTEES AND THE INSURER 


An insurer shall undertake to avoid any action which constitutes a condona- 
tion of conduct on the part of a trustee or any other person occupying a fidu- 
ciary position with respect to a welfare or pension fund which would consti- 
tute an evident breach of trust, or an evident failure to discharge faithfully 
the obligations which his fiduciary position imposes upon him. 


SECTION 4. IMPROPER INDUCEMENTS 


In the acquisition of new business and in efforts to keep such businss in force, 
insurers, insurance agents and brokers, and their representatives should adhere 
to those practices in their dealings with the persons connected with or exer- 
cising responsibility for the affairs of any welfare or pension fund (e. g., trus- 
tees, unions, employers or employees, or representatives of any of them) as will 
avoid undue or improper inducement, and shall refrain from offering or making 
any inducements in the form of gifts, loans, or payments, directly or indirectly, 
and all lavish entertainment. 
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SECTION 5. COST PRESENTATIONS 


It is in the best interests of the beneficiaries of welfare and pension plans 
and contributing employers and participating union locals, as well as in the 
pest interests of the insurance business, that incomplete or misleading com- 

risons and projections of costs be avoided. Undue emphasis on low cost may 
prejudice the proper consideration of those features which can be more lasting 
and meaningful, such as the responsibility and stability of the insurer and its 
ability to provide services affecting the successful operation of the plan. In 
fact, relative costs tend to vary from year to year. Projections which pre- 
sume to predict costs over a long period of years may have no real significance, 
and may instead create misleading impressions as to guaranties. 

Since the cost of a proposed plan is affected by dividends or experience rating 
credits as well as by the initial gross premium rate, an estimated net-cost 
presentation is often made. Such presentations should be clearly stated, and 
unless based upon a rating formula contractually guaranteed by the insurer, 
should set forth the limitations inherent therein and the assumptions upon 
which the presentation is based. 


SECTION 6. BENEFIT DESCRIPTIONS 


Employee booklets or other literature intended to be explanatory of an in- 
sured welfare or pension plan should fairly and clearly describe the benefits 
and principal provisions and limitations of the plan. 


SECTION 7. ACCOUNTING 


An insurer insuring a welfare or pension fund should at the end of each policy 
year furnish an accounting statement to the policyholder. Such statement should 
include at least the following items shown separately : 

1. Premiums received. 

2. Benefit payments. 

3. Commissions, fees, and other allowances paid. 

4. Dividends, experience-rating refunds, or contractual returns of premium 

paid to the plan. 

5. Resulting balance. 

Insurers should encourage the trustees of each welfare or pension fund also 
to render a report of the operations of the fund, not less frequently than annually, 
to persons having a bona fide interest in the plan, and should to the fullest extent 
practicable cooperate with the trustees in the preparation of such a report. 


Chairman Barven. I want to thank you gentlemen. 

Now, Mr. House, I think you had a question. 

Mr. House. I had a few questions. 

Now, Mr. Fitzhugh, it is a fact, is it not, that the State insurance 
departments cannot determine from the filed formula for these reten- 
tion elements just exactly what retention is charged to a particular 
case, and before you answer that I would like to read a statement made 
by one company as to its method of calculating a retention to particular 
cases. 
Our retroactive rate adjustment formula, if it might be called that, consists of 
a set of mathematical guideposts which our renewal underwriting committee 
takes into account at the renewal of each group case. These formulas, however, 


are only intended to give guidance and judgment factors and knowledge of the 
individual case add to or detract from the final result. 


And again: 


It is the company practice to have each case examined every year by a review 
board, all of the many factors too numerous to be included in a precise mathe- 
matical formula are considered, and the amount of the dividend, if any, is the 
result of the unanimous decision of the board. 


Does that indicate that the formulas on file do not actually determine 
the retentions in particular cases? 
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Mr. FrrzHucH. That depends on the insurance company, sir. I 
am familiar with that testimony, and undoubtedly the persons that 
made the testimony know what goes on in their own company, and 
I would say it varies. Speaking for my own company, we have a 
formula which is complete and the insurance department when it comes 
in to examine us, takes the formula and takes a handful or more than 
a handful, a large number of cases out of the file, and sits down and 
applies the formula to the case, to see that they get the same answer 
we got. 

So there is no discretion in the operation of our formula but I bow 
to the fact that some people say they have discretion, and I am not 
quarreling with it. They may feel that they need a little room to 
reflect differences in the application of their formulas because some 
case may have a requirement for more attention. It may be a case 
that has unfavorable claim experience and needs analysis of the claims 
to find out why. 

Therefore they feel it should be charged extra for the extra time 
ittakes. It is quite proper to have a provision like that in the formula 
if it is properly administered, and I assume it would be. 

Mr. House. But in such cases, the filed information at the insurance 
department does not permit an automatic check without further 
consultation. 

Mr. Frrzuvcu. No, sir; that is correct. 

Mr. Hottanp. Could you explain to us how many prosecutions have 
been made on these charges of dishonesty in welfare funds in the 
courts? I think Mr. Lewis said 105. Was I right in that, Mr. 
Chairman? 

Chairman Barven. If you are directing that question to me, I did 
not understand Mr. Lewis to classify them and to say that the 105 
prosecutions were in any particular field, but as I understood him to 
say, in the field of general violations of statutes now existing relating 
to the handling of funds by labor union welfare funds and so on. 

Mr. Hoitxanp. I will put my question this way: Will this disclosure 
help us to start prosecutions in any way or help the prosecuting 
authorities ¢ 

Mr. Carutes. I think it would help, if I might answer your question. 
A lot of the trouble so far has been that even though these abuses 
have taken place, they were not in the open and nobody knew about 
them and nobody complained about them. 

Now, to the extent that disclosure legislation would make them 
known and make them available, in places where they have not been 
- made public, then I think disclosure legislation would be helpful in 
enabling prosecution of people who have dipped into the till. 

There have been some prosecutions. I don’t know of them all, but 
I know that Sol Solento, of the Wine Distilling and Rectifving 
Workers Union, was involved in one. I don’t know of all of the 
prosecutions. 

He was identified with the Wine Distilling and Rectifying Workers 
national welfare fund. 

Louis Sapperstein has been prosecuted, and there have been others. 
Those two I just remember from personal knowledge. 

Mr. Hoitianp. They are being prosecuted today, however, this bill 
would not expose them. 
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Mr. Catuuzs. I.think disclosure legislation would have disclosed 
the abuses going on. It is very difficult to know these abuses, or for 
the Justice Department to know these abuses unless there is some kind 
of disclosure. Because the employee beneficiaries do not know, and 
they are not getting or they have not in many instances been getting 
reports, and they do not know what is being done with the money and 
the trustees themselves are certainly not going to call attention to any 
misdoings in the fund, to the Justice Department, and the employers 
who are contributing are disinterested in many cases, and are not in- 
formed in many ‘cases, and so to that extent, and in those instances 
where those things exist, then disclosure legislation would help. 

Mr. Hottanp. Thank you. 

Mr. Roosevetr. Could I ask two questions? 

You pointed out as an example of the reason to eliminate level-of- 
benefit plans, you chose a case where the employees were not members 
of a union, and in that case is there not some difference as differenti- 
ated between cases where you have a level-of-benefit plan where you 
did have representative collective bargaining ? 

In this instance, the employer theoretically entered into no bargain 
of any kind and was not subject to that, and it was his own largesse, 
or whatever he wanted to give was including this plan that you have 
cited. Is it not quite a different case where you have collective bar- 
gaining going on, where there is specific responsibility under a level- 
of-benefit plan, which has been agreed to under collective bargaining 
rules? 

Mr. Firzuven. Obviously there is a great difference in the respon- 
sibility in the two cases, but I cannot see any difference as far as the 
need for a disclosure requirement, a Federal law on disclosure, as 
between one and the other. Whether a union is involved or not, if 
the union has bargained with the employer to provide $1,000 of group 
life insurance for all of his employees and the employer does so, I do 
not see why there is any more need for a Federal requirement of dis- 
closure in that case than there is if the employer had just done it on 
his own. 

Mr. Roosevetr. Let me try to point out to you in some different 
sense. If the employer says I will give you $1,000 of life insurance 
and that is costing the company X amount of dollars, therefore I 
cannot give you 3 cents an hour more wages, when in actuality it is not 
costing him that at all because of this, that, or the other arrangement, 
maybe it is costing him less, or perhaps it is costing him less because 
he is getting a kickback or one of the things that we have talked about 
before. Is this not a material fact that should be known to the bene- 
ficiaries of the plan, and known to the people who are undertaking 
the bargaining arrangement ? 

Mr. FrrzHucu. Completely so, but that is not what we mean by a 
level-of-benefits plan. If in the bargaining, an employer has stated, 
“This is going to cost me 1 cent an hour or 2 cents an hour or 3 cents,” 
then obviously, the employees in the union have every right to know 
that he is living up to his bargain. 

Mr. Roosevett. That may not be written down in any contract, and 
it could be a complete level-of-benefit plan, all of the way through, as 
far as you and I could see from the outside. 

Mr. Fitzuvau. I think that is up to the union, sir, to see that they 
do not get short-changed. If the union has made a bargain with the 
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employer and outside of the contract he has the employer’s personal 
commitment that it is going to cost him 2 cents an hour, if the union 
is willing to take employer’s word for it, presumably they trust it, and 
if they do not trust him they ought to have it in writing. 

Mr. Roosevett. We have a good deal of evidence in the case of Gen- 
eral Electric that the union is not willing to do that but is not strong 
enough to get any of the information which would I think properly 
belong to them. "Is it not proper for us to see to it that they get 
that information ? 

Mr. Frrzuvucn. There has been considerable testimony around here 
on the General Electric Co., and, if I may, we happen to be the insur- 
ance company on that case and I would like to cover that situation a 
little bit. 

They picked on the wrong company. That is one of the best run and 
most fully disclosed plans that you can find. 

Mr. Roosevert. I am not talking about the pension plan. 

Mr. Frrznven. I am talking about the insurance plan, and for 
many years in their bargaining agreement, it is specifically provided 
that the benefits would be paid and the employees would pay a certain 
contribution and the employer would pay the balance and keep any 
dividends or refunds or returned premiums or whatever you want 
to call them. 

So it was very specific that all the employer was getting back was 
some of the overpayment he made in the first place. 

Mr. Roosrvetr. That he made? 

Mr. Frrznvuen. That he made in the first place. 

Mr. Roosevetr. I thought the employee contributed to it. 

Mr. Frrznvcu. But the employee contributes a fixed amount which 
cannot go either up or down. 

Mr. Roosrvert, So the employee made the payment along with the 
employer, and what came back was based upon what the employee 
paid as well as what the employer paid. 

Mr. Firznuen. But the bargaining agreement stipulated that any- 
thing that came back was to be considered a return of the employer's 
portion and not the employee’s portion; that was right in the bea- 
gaining agreement. It was fully understood. 

Mr. Roosevett. ‘The agreement says it shall all go to the employer, 
but what comes back is based upon what both the employee and the 
employer have paid. 

Mr. FrrzHucu. Let us take a simple example, sir. Take the case 
of $1,000 of group life insurance to get away from some of these more 
complicated benefits. The premium is $1 a month for the $1,000 of 
group life insurance. 

Now, there are two ways that the parties can bargain. One way is 
to say, “We'll, each pay half of it,” and therefore, I collect from you 
employees 50 cents and I will pay the difference and we will split the 
dividend. In that kind of a situation, the employees have contributed 
toward whatever is the dividend and they should get their half back. 

In the other type of bargaining, which is what we have been dis- 
cussing, instead of doing that the employer says to his employees or 
they say to each other, we anticipate a 20-cent dividend out of this 
dollar. Now, instead of having me take 50 cents out of your pay- 
check, and on the average giving you 10 cents back at the end of the 
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regardless of what happens to the experience, and we will anticipate 
that 10-cent dividend, your share of the 20-cent dividend, and reduce 
your contributions to 40 cents. : 

" So the employee has his half of that dividend in advance by having 
his contributions reduced to start with. 

Mr. Roosrvetr. Can I stop you right there? Suppose that the 
dividend, when it comes back, exceeds the 40 cents and he has no way 
of knowing that it does exceed it. How does he get a proper adjust- 
ment on it ? 

Mr. Frrzuucu. There again we come to what the bargain was. If 
the union wishes to be part underwriter of this plan and have its 
employees bear the risk of changes in the fluctuations, so that they 
will get, if the dividend is 30 cents, instead of 20 cents, they will get 
15 cents back—and at the same time, if the dividend is only 10 cents 
or nothing, they will get nothing back, they can so bargain and there 
are such plans. 

But, if they want to say, “We would rather take our chances,” we 
will assume what is reasonable, we will assume a 20 percent, an average 
dividend, and maybe some year this dividend is 30 percent and other 
years it is 10 percent, but on the average it is 20 percent—we are 
willing to take our chances and they so bargain, that is the deal that 
was made. 

Why is there any necessity for reopening that at the end of the 
year? They have made their deal. 

Mr. Roosevetr. For a simple reason. If it is a bad deal the facts 
should be available so everyone would know what they are talking 
about and why should it not be disclosed and why should it not be, 
then, something that they could decide ? 

We want to take a chance or we do not want to take a chance, 
but how can they make that decision unless they know the facts? 

Mr. Firznueu. Of course, in the General Electric case, they do 
know the facts. 

Mr. Roosevett. They testified they did not know the facts. 

Mr. Frrzuuau. I am sorry, but I have right here the information. 
It was partly a matter of timing there, but the General Electric Co. 
has for years told what their plan has been costing them and they 
have testified and told what the dividends were and in this year. 

Mr. Rooseverr. Whom have they told it to? 

Mr. Firznvucu. They put it in their employee publications for every 
employee. 

Mr. Roosrveit. Could we have a copy of that ? 

Mr. Firzuven. I will be glad to give you one. 

Mr. Roosrverr. Because we have direct testimony to the contrary. 

Mr. Firznueu. As I say, that is partly a matter of timing for this 
oat year. When the testimony was given that they did not 
lave it, the General Electric Co. had not yet heard from the Metro- 


politan as to what the dividend was going to be so they could not have 
disclosed it for this year. 
Since that time, they have gotten it and they have distributed it. 
Mr. Roosrvett. They said they never have been able to get it. 
Mr. Firznucu. I am afraid that is not so. 
Mr. Roosevett. Would you substantiate that ? 
Mr. Frranvan. I will be glad to do so. 
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Chairman Barpen. If that is to be explained at this point in the 
record, we will make a notation for that. 
(The information is as follows :) 


METROPOLITAN LIFE INSURANCE Co., 
New York, N. Y., July 12, 195%, 
Mr. Frep Hussey, 
Clerk of the Committee on Education and Welfare, 
House of Representatives, 
House Office Building, Washington, D. C. 

Dear Sie: Pursuant to the request of Chairman Barden of your committee, 
following a question asked by Mr. Roosevelt, I am sending you herewith for 
inclusion in the record the material referred to, regarding General Electric’s 
disclosure to its employees of the financial operations of its insurance program, 
together with an explanatory memorandum. 

Yours very truly, 
GILBERT W. FITzHvuGH, 
Second Vice President. 


REPLY TO A QUESTION RaIsep By Mr. JAMES ROOSEVELT REGARDING GENERAL 
ELectrric’s DISCLOSURE TO ITs EMPLOYEES ON GROUP INSURANCE AT THE WEL- 
FARE AND PENSION FUND LEGISLATION HEARING BEFORE THE HOUSE COMMITTEE 
ON EDUCATION AND WELFARE JULY 11, 1957 


Attached marked exhibit A is General Electric’s report to employees on the 
operation of their group insurance plan for the years 1955 and 1956. This infor- 
mation was submitted to the unions on July 2 pursuant to the terms of their 
collective bargaining agreements and was also included in General Electric’s 
Works News distributed to their employees at most of their plants on July 5. 

Prior to their 1955 bargaining agreement there was no requirement that 
General Electric issue any such reports. However, attached as exhibit B is 
General Electric’s voluntary report distributed to all employees on the 1953 
operations of all their employee benefit programs, including their insurance 
plan, which clearly shows on the second page General Electric’s “Advance deposit 
made to the insurance companies” and the “Refunds of excess deposits,” together 
with ‘Employee contributions.” 

Attached as exhibit C is an extract from General Electric Co.’s annual report 
for 1954, which shows the total net cost of the insurance program to General 
Electric and to its employees. 

Exursit A 
JULY 2, 1957. 
Mr. JoHN H. CALLAHAN, 
National General Electric Conference Board of the IUE (CIO), 
Schenectady, N. Y. 


Dear Mr. CALLAHAN: Pursuant to the terms of our pension and insurance 
agreement, there is attached the report on the operations of the insurance plan for 
the year 1956 and also for the year 1955. I am also attaching a copy of an ad 
which has been prepared for our Works News in most of our plant locations for 
July 5. 

Very truly yours, 
E. J. RITTER, 
Administrator, Union Contracts Application. 
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General Electric insurance plan—Cost and participation data* 


1955 


| Employee | Dependent Total Employee | Dependent 
| : | | 
coverage | coverage | | coverage | coverage 


Advance deposits made to | 
insurance companies $25, 950, 883 | $7, 301, 444 |$33, 252, 327 |$34, 946, 398 |$17, 312,319 | $52, 258, 717 
Refunds of excess deposits....| 4,355, 596 | 615,456 4,971,052 | 3,742,638 1, 497, 844 5, 240, 482 


pa 


} 


Net cost of plan 21, 595, 287 | 6,685,988 | 28, 281,275 | 31, 203,760 | 15,814,475 | 47,018, 235 
Employee contributions - 11, 466, 880 5, 533, 397 | 17, 000, 277 | 11, 988, 182 | 14, 604, 052 26, 592, 234 


Net cost to company... 10, 128, 407 | 1, 152, 591 | 11, 280,998 | 19,215,578 | 1,210, 423 


20, 426, 001 


Number of employees partic- | | | 
ipating at end of year ; 251, 619 155, 157 285, 109 | 175, 717 








Percent of net cost of plan 
paid by | | 

Employee aif 53.1 82.8 | 60.1 38. 4 
Company 46.9 ‘ 39.9 61.6 | 


Potal- 100.0 | 100.0 100.0 


1 Excludes Canadian General Electric Co. 


REPORT TO EMPLOYEES—YOUR PIONEERING INSURANCE PLAN—HERE ARE FIGURES 
For 1956 


The plan was launched in 1955 as the outstanding employee insurance program 
in industry. With 99 percent of all General Electric employees currently 
members, its approach has been followed by more than 1,500 other companies 
for their employees. The accompanying figures show how General Electric 
in 1956 paid about 62 percent of the cost of the broad coverage for employees 
themselves and how the company also contributed to the cost of the coverage 
for dependents 

DESIGNED PRIMARILY FOR EMPLOYEES 


The plan was designed primarily to cover employees, although it also offers 
coverage for dependents. To see how the plan fulfilled its primary role—and 
how greatly General Electric helped it to do so—look at the 1956 figures. These 
figures reveal one significant fact: Employees paid only 38 percent of the cost of 
their own personal insurance coverage. General Electric paid all the rest— 
about 62 percent, or almost $20 million. 

And there’s this fact too: The average participant paid less for his own cover- 
age under the revised plan than he did under the former plan—yet he got much 
more insurance value. More life insurance, more accidental death or dismem- 
berment insurance, more sickness and accident benefits, and more medical ex- 
pense protection. But didn’t all these added benefits cost more money? Yes, 
they had to. A whopping $9 million more. General Electric paid nearly all of 
it. In fact, the average participant paid less in 1956 for his own coverage than 
he did in 1955. And General Electric paid almost 70 percent more for the aver- 
age participant that it did in 1955. 


Employee coverage, including: (1) Life insurance, (2) accidental death or dis- 
memberment insurance, (3) medical expense insurance, (4) maternity benefits, 
(5) sickness and accident insurance 


1955 1956 
= bleD ical sil _| Change 
| 


Amount Percent | Amount Percent | 


Employees covered (at year end) 251, 619 Sie 285, 109 pail 4.33. 499 


Employees paid $11, 466, 880 53.1 | $11, 988, 182 38.4 | +$521, 302 
General Electric paid 10, 128, 407 46.9 19, 215, 578 61.6 | +9, 087,172 
Total cost 21, 595, 287 100. 0 31, 203, 760 100.0 | +9, 608, 473 
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DEPENDENT COVERAGE—AN ADDED BENEFIT 





This coverage was included on the basis that employees would pay approxi- 
mately the full cost of benefits for dependents and that General Electric would 
pay administrative costs. This was also the basis on which the former insur. 
ance plan’s cost was shared. However, in 1955, under the former plan, Genera] 
Electric paid a substantial portion of the claims costs as well as the administra. 
tive cost because of the rising cost of medical aid. New rates under the revised 
plan did not correct this situation completely, and in 1956 contributions by par. 
ticipants again fell short of the cost of claims and the company again made up 
the difference. Thus, with General Electric paying administrative and a por. 
tion of the claims costs, dependents were covered last year with employees pay- 
ing only 93 percent of the cost. 













Dependent coverage—An added benefit (including: (1) Medical expense ingur- 
ance, (2) Maternity benefits) 





| 
Percent | 





1955 














Employees with coverage (at year end)__._--- 188, 157 1......-- | 175, 717 | 








Employees paid_............-.-..-.--------- "$5, 533, 397 82.8 | $14,604,052] 92.3 |+$9, 070, 655 
General Electric paid.......................- 1, 152, 591 17.2 | 1, 210, 423 7.7 +57, 832 
rn 6, 685, 988 | 100 | 15, 814, 475 





COMBINED COST OF THE INSURANCE PLAN 


General Electric naturally feels its primary responsibility is to employees 
rather than to their dependents, and directs the greatest portion of its payments 
to lowering the cost of employee coverage. However, it also provides partici- 
pants with an opportunity to obtain broad medical insurance coverage for their 
dependents at the lowest possible cost and pays the administrative cost of this 
eoverage. On this basis all employees fare equitably in the application of com- 
pany funds to benefits. The accompanying figures show that General Electric 
paid a higher percentage of the total cost for employee and dependent coverage 
in 1956 than it did in 1955. It should be remembered, too, that the internal cost 
of operating all benefit plans adds up to a very substantial sum—paid by the 
company. Also, since the employee contribution is fixed, and since medical costs 
are continuing to rise, it can be anticipated that in covering this plan over the 
5-year period, 1955-60, the company’s open-ended share of the total cost can be 
expected to climb steadily upward. 


























Combined cost of plan 














| | 
| 1955 | Percent 1956 | Percent Change 
| ' j 
General Electric paid_...........-------- | $11, 280,908 | 130.9 | $20,428,001} 143.4 4-$9, 145, 003 
Employees paid__......-.--- teh alidede | 17,000, 277 60.1 | 26,592,234) 666] +9)591,957 
| - ~ en - |——— | ee 
yt Ea te el All ell | 28,281,275 | 100.0| 47,018, 235 | 100.0 | +18, 736, 960 


1 General Electric’s liability under the insurance plan is an open-ended one. The company is responsible 
for all costs beyond the speicfied employee contribution. To provide premium payments adequate to cover 
any unanticipated claim costs, General Electric, in 1956, was required to make deposits—out of its own 
funds—of $5,240,482 more than its actual share of the cost of the plan. In 1955 this excess deposit was $4,- 
971,052. These excess deposits were, of course, returned to the company. The items bearing footnote 
references show the net payments by the company to the total cost of the plan. 


LITTLE NOTICED COSTS 





A little noticed contribution to the insurance plan, as well as to all other 
General Electric benefit plans, is the clerical and other work necessary for op- 
erating the plans within the company. The expense of taking care of all of 
these internal administrative details is substantial and General Electric absorbs 
this cost automatically. 
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ExHIsIT B 









A REPORT TO EMPLOYEES—THE GE EMPLOYEE BENEFITS PROGRAM 








This report highlights the various General Electric benefit plans which are 
helping employees to help themselves. The report also contains a statement of 
the assets of the pension trust, a statement of the cost of the insurance plans, 
and other financial information. We hope that each of you will read the report 
carefully. Talk it over with your family to be sure that you are taking full 
advantage of the benefits available to participants. GE benefit plans represent 
substantial expenditures by the company, supplemented in many cases by em- 
ployee contributions. Benefit payments for 1953 were the largest ever made 
under these plans. 


Designed to benefit your whole family 

The General Electric benefit plans are designed to help you protect yourself 
and your family by providing among other things, weekly payments when you 
are sick, hospital and surgical benefits, life insurance and a pension after re- 


tirement. 

As we have done in the past and as we told you we would do again, next year 
we intend to issue to each employee, a report showing his personal share in 
each of the General Electric benefit plans. 




















Life Insurance in Force... (in Millions of Dollars) 
1500 















Cost of G.£. Insurance Plan for 1953... ee ee 
ge Coverage 









Advance deposit made to a 

insurance companies _____ ss $29,569:626 ===: $4,794,461 
Refunds of excess deposits 5,622,996 | —_ 616,146 
Net Cost of Plan _.__-_____ $23,946,630 = 3 $4,178,315 














Employee Contributions ____ 10,830,234 iF 3,522,498 
Net Cost to Company. ——=———s«$13,116,396 me $ 655,817 





INSURANCE PLAN 






The General Electric insurance plan, established in 1920, provides life insur- 
ance for employees based upon their earnings. In most cases this will equal 
about 1144 times annual straight-time earnings, but in no event less than $2,000. 
The plan also provides for accidental death and dismemberment benefits; 
weekly sickness and accident benefits; liberal hospital, surgical, and maternity 
benefits; and life insurance after retirement. Hospital, surgical and maternity 
benefits are also provided for dependents of employees where those benefits 
are not available through a mutual benefit association. 

Approximately 98 percent of all employees were participating in the com- 
pany’s insurance plans at December 31, 1953. About the same percentage of 
those eligible enjoy insurance protection against hospital and surgical expenses 
of their dependents. 
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Life and accidental death and dismemberment insurance benefits paid since 
1920 totaled $58,534,385 at December 31, 1953. 

In 1953, 117,550 new health insurance claims were paid under the GE in- 
surance plans. Payments during that year covered 82.9 percent of the aggre- 
gate hospital expense claims submitted by participating employees and their 
dependents. The amount paid for surgical expenses, excluding such payments 
for dependents under mutual benefit associations, totaled $3,822,387. 

Reserve requirements and experience in employees coverage generally in 
1953 showed improvement over previous years with a resultant decrease in 
costs to the company which pays the difference between net cost and employee 
contributions. Employee contributions for dependent coverage under the GE 
insurance plans (and under mutual benefit associations programs which paid 
benefits primarily for dependents totaling $2,619,000 during 1953) are to cover 
claim costs. The company pays the cost of administration. However, in 1953, 
actual claim costs under the insured dependent plans were $3,919,887, or $397,389 
greater than employee contributions. 

In addition to the above, the company paid the full cost, approximately 
$3,740,000, of occupational disability benefits provided under various State 
workmen’s compensation laws. 


GE PENSION PLAN 


A pension plan, established in 1912, is available to GE employees, and em- 
ployees of certain affiliated companies, after 1 year of service. Retirement in- 
come, which increases in proportion to pay and length of service, is available 
for life after retirement. Payments are assured for 5 years even if the pen- 
sioner dies before the completion of the 5-year period. Members who become 
permanently and totally disabled after 15 or more years of credited service are 
eligible for disability pensions. Guaranteed minimum retirement incomes are 
available for longer service employees. 

Ninety-two percent of all eligible employees were participating in the pension 
plan at December 31, 1953. Pensions were being received by 14,895 retired 
employees, of whom 1,714 employees (excluding those requesting lump-sum 
settlements in lieu of pensions) retired during the year. The average monthly 
payment to the latter was $86.21 which, with the maximum social-security 
benefit payable in 1953 of $85, would result in total monthly retirement income 
of $171.21. 

The pension trust, established in 1927, is independent of the company, and ad- 
ministers the funds under the pension plan. At the end of 1953, assets of this 
trust were $504,659,026. Because pension trust assets are for the purpose of 
assuring payment of pensions, the funds in the trust are conservatively in- 
vested by experts who have devoted many years to this work. Fourteen and four- 
tenths percent of the assets were invested in Government bonds, 65.8 percent in 
corporate bonds and notes, and 11.8 percent in common stocks. Eight percent 
represented cash and miscellaneous assets. During 1953, $57,886,444 was paid 


or 


to the pension trust by the company and $25,257,178 was paid in by employees. 
GE PENSIONERS HOSPITALIZATION PLAN 


Free hospitalization and surgical insurance up to a maximum of $500 dur- 
ing his lifetime is provided each eligible pensioner from the assets of the GE 
pensioners hospitalization trust. 

At December 31, 1953, approximately 9,500 retired employees were eligible for 
benefits under the GE pensioners hospitalization plan. Eleven hundred claims 
for hospital and surgical benefits were submitted under the plan during 1953. 
Total benefits paid during that year amounted to $226,787. 


GE EMPLOYEES SAVINGS AND STOCK BONUS PLAN 


This plan, established in October 1948, provides for the purchase by em- 
ployees of United States savings bonds, series E, through payroll deductions. 
Employees who purchase bonds under the plan and leave them on deposit for 
the specified 5-year holding period receive a 15 percent bonus in GE common 
stock contributed by the company. 

At December 31, 1953, there were 102,078 participants in the savings and stock 
bonus plan. Bonds costing $99,610,125 were on deposit with the company under 
the plan, and additional bonds were being purchased through payroll deductions 
at an annual rate of $29,472,720. 
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A total of $14,832,085 worth of GE stock, equivalent to 820,725 shares of the 
company’s $5 par value stock, had been contingently credited to participants as 
a bonus under the plan by the end of 1953. By that time, the market value of 
the shares so allocated had reached $23,938,000. 

Early in 1954, after the end of the first 5-year holding period, bonds costing 
$3,437,869 were deelivered to 42,696 participants, together with checks totaling 
$232,866 representing the accumulated income on their stock bonus. 

In addition, following the 3-for-1 stock conversion of May 5, 1954, 1 share of 
GE $5 par value common stock was distributed to each of 20,234 participants 
whose 1948 October through December bond purchases on deposit at December 
31, 1953, entitled them to a full share of the new stock. 


$23,938,000 


increase in 

Total Market Price 
of Contingent 

G.E. Stock Bonus 


Average Price When Allocated 


GE SUGGESTION PLAN 


The suggestion plan, which was formalized in 1922, provides for cash awards 
to eligible employees whose suggestions submitted under the plan are adopted 
by the company. All employees, other than supervisory, professional, and meth- 
ods and planning personnel, are eligible to submit suggestions and to receive 
awards for those beyond the scope of their assigned duties which are adopted. 
The maximum award under the plan is $25,000; 94,338 suggestions were sub- 
mitted under the suggestion plan during 1953. Of these, 29,939 or about 1 in 
every 3, were adopted, resulting in awards of $685,842. The average award was 
$22.91. There were 105 awards of over $500 each, including 37 awards of more 
than $1,000 each. The largest award for the year was $4,800. Awards made 
in 1953 increased the total payments to employees under the plan since its in- 
ception to more than $5 million. 


GE EDUCATIONAL ASSISTANCE PROGRAM 


Under this program, established in 1922, eligible employees and their children 
may receive educational assistance, provided for through funds given in trust 
by the company. The recipients of approximately 70 scholarships of $500 each 
and a number of educational loans of $250 each are selected annually on the 
basis of character, scholastic standing, financial need, and general merit. One 
hundred and ten employees and children of employees selected from 483 appli- 
ecants were awarded scholarships and loans totaling $45,000 in 1953. Of 520 
applicants, 113. received awards in 1954. Awards since 1924, to 1,168 employees 
and children of employees, totaled $328,111. 


UNEMPLOYMENT COMPENSATION 


For the year 1953 the company paid $12,023,000 to various State unemploy- 
ment compensation funds and $2,149,500 to the Federal Government toward the 
cost of unemployment compensation. Employees contribute toward this pro- 
tection in 2 States and for the year their contributions aggregated $39,000. 


94914—58 os 
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SOCIAL SECURITY 


Social-security taxes paid by the company for 1953 amounted to $12,184,000, 
matching similar taxes paid by employees. Social-security taxes paid jointly 
by employers and employees pay for social security benefits. 


OTHER EMPLOYEE BENEFITS 


The company provides paid vacations for all employees with one or more 
years of service. The cost to the company of providing paid vacations during 
1953 totaled $38,755,405. In addition, payments made under the company’s 
liberal paid holiday policy totaled $23,268,517 in 1953. 


ExuHrsBit C 


{General Electric Co. Annual Report, 1954] 


PiLans THAT CONTRIBUTE TO JoB SATISFACTION AT GENERAL ELECTRIC 


Employee compensation and benefits costs applicable to sales in 1954 were 
$1,199.9 million. Details are included in the financial review on page 23. The 
plans described here are examples of 23 benefit programs which the company 
helps support in the interests of its employees. 

Pension plan: The company has been a pioneer in the pension field, having 
established its plan originally in 1912. The increases in social security during 
1954 were passed on to those pensioners retired under the former plan or re- 
ceiving the guaranteed minimum, most of whom under the terms of the plans 
would not otherwise have received this increase. Those pensioners who retired 
before social security became effective were given an equivalent increase. On 
December 31, 1954, 193,000 employees (94 percent of those eligible) were con- 
tributing participants in the plan. Payments to retired employees during the 
year totaled $14.8 million, and at the end of 1954 payments were being made to 
15,621. Assets of the pension trust at the end of 1954 totaled $570,080,020. 

Hospitalization and surgical insurance up to a maximum of $5,000 during 
their retirement years is provided to eligible retired employees without cost to 
them. 

Insurance Plan: Total cost of the company’s insurance plan for employees 
amounted to $27.5 million for 1954, of which $12.6 million was paid by the 
company. The plam: provide protection against many emergencies, including 
death and nonoccupational disability. Benefits paid under all plans for 1954 
aggregated $25.7 million. Approximately 98 percent of all employees are now 
members. 

Savings and stock bonus plan: Employees purchase United States savings 
bonds by payroll deduction and receive a 15 percent bonus in General Electric 
stock on the purchase price of bonds left on deposit for a specified 5-year 
period. With completion at the end of 1953 and 1954 of the first 2 holding 
periods there have been distributed a total of 197,720 shares of General Electric 
stock to approximately 40,000 employees. 

Suggestion plan: 28,896 awards aggregating $611,000 were made to eligible 
employees during 1954 for adopted suggestions concerning improvements in the 
company’s products and operations. 

Educational assistance program: Educational scholarships, fellowships, and 
loans amounting to $265,000 were granted in 1954 to 386 employees, children of 
employees and retired employees, and others, by the General Electric educa- 
tional and charitable fund. An additional plan, the new corporate alumnus 
program, is described on the opposite page. 

Incentive compensation: This plan was first formalized in 1923 and approved 
in its present form by the share owners in 1951. Incentive compensation is 
awarded by the compensation committee (none of whom is eligible to par- 
ticipate) of the board of directors to individually selected employees of the com- 
pany in managerial or other important positions who contribute materially to 
the success of the company’s business. The amount set aside based on the com- 
pany’s 1953 net earnings was $11,200,000, of which $9,699,963 was allotted. 

Other benefits: The company provides paid vacations, reduced prices to em- 
ployees on purchases of company products, payment for specified holidays and 
military duty allowances. Other 1954 payments made by the company include 
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social-security taxes of $15.4 million, and payments of $8.8 million to State un- 
employment funds. 

Mr. Roosrveur. The other question which I have comes on your 
testimony, on page 15 

On page 15 you point out that one is a provision to eliminate insofar 
as possible, the burden and expense of duplicate reporting by mana- 
gers of a fund to both Federal and State agencies. 

The importance of this has been emphasized in testimony both be- 
fore your committee and the Senate subcommittee, most of the State 
laws already passed include some provisions to avoid multiple re- 
porting. 

The so-called model bill recommended by the National Association 
of Insurance Commissioners also recognizes this difficulty and makes 
appropriate provisions therefor. 

Could you spell that out for us a little bit? Is a company that makes 
a report under New York State law not required to completely ful- 
fill the New York requirements if they have made a report in Cali- 
fornia ? 

Mr. Frrzuvucn. That is in essence the situation, sir. The New York 
law and the model bill has a provision that» in effect, any fund that is 
located in another State and is subject to the requirements of the law 
of that other State, which substantially complies with the disclosure 
and other requirements of the New York law, need not report to New 
York, and most of the State laws have a similar provision. 

Mr. Roosreve.tr. Your suggestion would be that if an adequate dis- 
closure law has been adopted by a State—and incidentally, how many 
of these model laws have been adopted ? 

Mr. FrrzuvauH. New York and Washington were adopted prior to 
this year and this year Connecticut and C alifornia have adopted legis- 
lation and the California law was just signed by your Governor on 
Monday. 

Wisconsin has passed a law in both houses of the legislature and it 
is awaiting the Governor’s action. If the Wisconsin Governor signs 
it, that would be a total of 5 States. 

These are not the model law, but they all made their own little 
changes. 

Mr. Roosevetr. Your suggestion would be that if there should be a 
Federal disclosure law, that we try to eliminate duplication and the 
added burden by accepting the disclosure under the State law where 
that insurance company or that plan should be domiciled. 

Mr. Firzuvucu. That would be our suggestion, yes, sir, that if who- 
ever is administering this law, feels the disclosure is already adequate, 
there is no need to do it both w ays. 

Mr. Roosrvett. Thank you. 

Chairman Barpen. Mr. Gwinn, I believe you requested to ask a few 
questions. 

Mr. Gwryn. Mr. Fitzhugh, I am a little confused as to whether or 
not your group is advocating any type of Federal legislation or what 
some might call interference in this field. 

To clar ify that, I would like to ask 2 or 3 questions to sum up this 
discussion which seems to me a bit confusing. 

You would not think it necessary to have any Federal legislation 
further requiring disclosures in the case of New York State, would 


you? 
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Mr. Firzuven. No, sir, for funds in New York we do not believe 
that further Federal legislation would be necessary. 

Mr. Gwinn. Or in any of the other States that have already acted 
on. this subject. 

Mr. Frrzuvuen. That is correct, sir. 

Mr. Rooseveitt. Would the gentleman yield for a question there? 

Chairman Barpen. If Mr. Gwinn wants to yield. 

Mr. Roosevetr. Would you yield for one brief question on that 
point ? 

Mr. Gwinn. I yield. 

Mr. Roosevet. Are you satisfied with all of the laws passed by 
the five States? 

Mr. FirznHucu. Nobody is ever satisfied that a law does exactly 
what he would like, but substantially, I think that they accomplish 
the purpose, yes, sir. 

Mr. Rooseverr. Would you suggest that the model law that you 
have adopted should be a guide to the Department of Labor, let us 
say, if they are entrusted w ith this proposed disclosure. 

Mr. Firzuvcu. We believe that the bill that the commissioners 
have drafted accomplishes the purpose and if adopted, in every State, 
there would be no need of Federal legislation. 

We do not think that it is a proper model for Federal legislation 
because it goes too far and includes regulation, and we believe there 
should be regulation in this field at the State level, but not at the 
Federal level, so the disclosure part of the commissioner’s bill we 
think might be looked at by your people drafting a Federal law. 

Mr. Gwinn. It is that sort of thing that I want to bring out clearly, 
Mr. Fitzhugh. If the States are going about the business of attend- 
ing to this “business, do you think the Federal Government has any 
pla ice in this business at all in the meantime? 

Mr. Firzuvucu. Well, sir, you are getting a little bit into legislative 
policy. Our position has been—— 

Mr. Gwinn. I would like to keep it on principle and on theory so 
that we can get clearly what it is that the Federal Government should 
do if anything or can do under the constitutional concepts of 
Government. 

Mr. Frrzuveu. In principle, sir, we think it should be done by the 
States and the Federal Government should not have to do anything, 
answering it on principle. 

Mr. Gwiyn. Is that clear, and is that the position of your associate, 
Mr. Lutnicki? 

Mr. Lurnicgt. Yes, sir. 

Mr. Gwinn. And Mr. Cathles? 

Mr. Caruues. I feel that way personally, very strongly. 

Mr. Gwryn. That is a fair reflection of the insurance industry 
that you represent. 

Mr. Frrzuven. Asa principle, yes, sir. 

Mr. Gwinn. Now, suppose some State decides that it wants to be 
scot-free from all of this sort of thing, and is going to leave it to 
voluntary contracts between employer and employee. 

If there is any pilfering they expect to take care of it by the ordinary 
law-enforcing officers. Should the Federal Government sort of stim- 
ulate that St: ate by Federal action to do what the Federal Government 
thinks that State should do? 
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Mr. Firzuuan. Well, it is hardly necessary for representatives of 
insurance companies to say we believe in free enterprise. We think 
again in principle, that the States, that a sufficient number of States, 
have acted and will act to cover this problem, and we think that the 
action of the insurance commissioners on this code of ethics will 
blanket the rest of the States. 

Our position, however, getting away from principle, is that un- 
fortunately in actual practice to date, some things have been going 
on that are just unconscionable. Something should be done about it. 

Now, whether it should be a Federal law or a State law, you are a 
little bit out of my field. Perhaps Mr. Lutnicki wants to say some- 
thing about it. 

Mr. Gwinn. I do not see how we can depart from principle. That 
is the point I want to make. If some of the States competing with 
each other are not doing what you think in New York should be done, 
maybe the salvation of | the principle of competition is more precious 
than to ignore the principle and try to deal with that State that you 
might think is behind the procession. 

Mr. Frrzavcn. That is a matter of legislative policy. If I may 
give you my personal opinion, I agree with you. 

Mr. Gwinn. Do you agree with that? 

Mr. Lurnickt. I do, Mr. Gwinn. We have had the experience of 
our industry being subject to this form of regulation, and it has been 
very, very satisfactory as a form of government and the industry 
has made some outstanding records in its performance in many areas. 

Now, if this new concept here, this Taft-Hartley trust fund par- 

. ticularly, should be senenieand in the same light, you could very well 
arrive at the same conclusions that this should be held within the scope 
of the State regulations rather than Federal. 

On the other hand, a body such as this might want to consider that 
this fund had its inception in the Taft- Hartley law, and it arose from 
the fact that the Taft-Hartley law required that there be joint trust 
funds. So perhaps there is some small area that the Federal Gov- 
ernment should take a look at. 

Basically, I think it would do much better under State supervision 
and State regulation and where there is disclosure by State. 

Mr. ZetenKo. Do you have any data on which you can help me 
in this respect? Are there certain funds or certain areas which tran- 
scend or cross State lines in such a way that the individual States 
would not be able to regulate ? 

We are talking about individual States, but I do not know. I am 
looking to you for information. Are there such areas in this whole 
subject? That is, where Federal legislation would fill in the gap to 
cover what we are looking for. Suppose there is a national fund and 
that is a general term and it would not come into the purview of any 
State prosecutors’ offices or any State regulations. 

Can you help me along that line, w here Federal legislation might 
fill the gap? Mr. Fitzhugh, I believe you said something about the 
fact that there might be some necessity for something like this, and I 
do not know on what basis. That is why I want the infor mation. 

Mr. Frrzuvucu. The main point we wanted to indicate was that if 
Congress feels that there is something necessary, we are not objecting 
and we have nothing to hide and if you think it is necessary, that is 
fine. 
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As to whether it is necessary on these national funds, we believe the 
— can and have been coping with them in group insurance gen- 
erally. 

Mr. ZetenxKo. That is the information I wanted. 

Mr. Firznucu. The New York law, for example, applies not only 
to funds that are located in New York. They cannot escape the regu- 
lations under the New York law by moving across the river to New 
Jersey, because the law is made to apply to any fund which has em- 
ployees located in New York. 

So a national fund would be caught by that. It cannot fall in the 
crack, that is the answer to your question. 

Mr. ZELENKO. I am looking at this case, and I do not know whether 
this is a practical case. Suppose you have one of the States that does 
have certain regulations as to disclosure, State X, and then there is 
some pilfering going on from that fund in State Y ; which says, “Well, 
State X has the regulations and, therefore, they do not have to file 
in this State.” Now, practically, where would any prosecution take 

lace? The regulations are in State X and the pilfering takes place 
in State Y. Isthat a gap which exists? 

Mr. Firzuvucu. I would have to answer that in two parts. On the 
insured plan there is no gap because the insurance company or prosecu- 
tion agency can get at an insurance company that is paying excessive 
commissions or whatever it doing wrong. 

On this so-called uninsured fund, there is a problem of enforcements 
there and proper draftsmanship of the State legislation. The way 
some of them have been getting at it is by getting after the employer 
in that State who contributes to the fund-in another State. 

If he contributes to a fund that is not complying with the law of the 
State, that is the way they can enforce it. But there isa problem there. 

Mr. ZeLENKO. State X which has a regulatory power, would say we 
do not have jurisdiction and they commit the crime over the State Y 
and State Y would say they would rely on the other State. 

That is why I wanted to know whether any such problems have 
arisen or you feel they might arise. 

Mr. House. If the gentleman would yield. It seems to me, under 
the New York law with which I am familiar, this is what would hap- 


n: 

The State of New York would have jurisdiction over the trustees 
who head the fund if that fund collects contributions with respect to 
any employees in New York. 

it would also have jurisdiction over any-officials in the State of New 
York. So that in the first place the disclosure requirements would 
apply so far as they are effective to disclose the pilfering in another 
State. 

Beyond that, there would be individual responsibility on the part 
of all of the directors of that fund so far as they participated in the 
pilfering. 

Now, if the pilfering were not by responsible executives or officers 
of the fund, but by other persons, you would have the same situation 
as you have in any comparable setup outside of the insurance or wel- 
fare fund field. Let us say a corporation whose head office is in New 
Jersey suffers from pilfering by an employee or clerk or outsider in 
Minnesota. 
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The facts would be turned over to the Minnesota district attorney 
and he presumably would proceed. So, I do not think that there is any 
really serious gap in that situation. 

Mr. ZELENKO., I did not know whether there was or not. 

Mr. Howse. I would like to fill in another point. 

Is it not a fact, Mr. Fitzhugh, that the laws of several of the States 
which have adopted these laws, notably for example Washington and 
California, exempt from all of the provisions of the regulatory stat- 
utory, funds which have bank trustees, and does that in your opinion 
create a significant gap in the laws as adopted ? 

Mr. FrrzHucu. I am not quite sure which States do what, but I 
believe there are some that exclude funds with bank trustees. I do not 
want to be in a position of passing judgment on other organizations, 
but coming back to our own position, they do not exclude any ne 
underwritten by insurance companies and the argument for excluding 
those with bank trustees is that the banking department has sufficient 
jurisdiction over them to avoid pilfering. 

As to whether that is or is not sufficient, I think it would have to be 
answered by the people familiar with bank trustee plans. 

Mr. MerTcatr. Mtr. Fitzhugh, what happens to you and your organi- 


zation’s competition which is in this area of first competition, when you 
are regulated by one of these five States as you are regulated by New 
York, in competition with some State that is not so regulated ? 

Does that not put you to a disadvantage ? 

Mr. FrrzuvueH. It has not, and I do not see why it would because 
presumably, we are competing for a piece uf business in Minneapolis, 
just to pick a State, and if there is a law in Minneapolis, it applies to 


Minneapolis companies and to us and if there is no law it does not 
apply to either of us. 

Mr. Mercatr. But you are regulated and it does apply to you, and 
you are regulated by the New York laws, because there are people 
that are covered, workers that you insure that are covered by the New 
York law. 

But suppose there is a small insurance company in Minnesota that 
does not have any workers covered by the New York law, and you are 
in competition to get that Minnesota business. Does that not give you 
a disadvantage? 

Mr. Firzuvucn. There is that disadvantage under the regular insur- 
ance laws if the insurance law, like the New York insurance law is 
much more restrictive than other insurance laws, on our investments 
and expenses and things like that. 

So if you like, we have a competitive disadvantage because of that. 
But none of these welfare fund laws have that same application. 
They are not directed against the insurance company, they are directed 
against the fund, and so any insurance company insuring that fund 
would be subject to the same law as applied to that fund. 

You have to distinguish between the insurance operation and the 
fund operation. 

Mr. Mercatr. In other words, there is not as much of a competitive 
disadvantage in this field as there is in the general insurance field 
because of the variations in State laws. 

Mr. Frrzuven. I would say that is correct. 

Mr. Haskett. This code of ethics, when did you write it up? 
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Mr. Frrznueu. It is the commissioners who wrote it up. They did 
it at their meeting in December , I guess it was. They appointed a 
committee, recognizing this problem, and they appointed a committee 
to draft it. 

Mr. Hasketi. When was that? 

Mr. Firzuuen. Last December, I think, and they have been work- 
ing on it and they have had meetings with insurance companies like 
you people have and the committe came out with its report early in 
June. 

This draft that you have read here was released by the committee 
early in June. 

Mr. Hasketxi. Do you write codes of ethics on other matters, and 
is this a normal procedure in the industry 

Mr. FirznHucu. There is a code of ethics or code of fair practices 
on insurance advertising, as they call it. 

Mr. Hasketu. It is not a widespread operation ? 

Mr. Fitznuaeu. No, it is not a widespread operation. It is because 
of the newness, and the new feature that has been brought in here, 
this new intermediary of a fund which is something new. 

Mr. Haske i. It is not new in terms of 7 or 8 years. 

Mr. Frrznucn. Yes; in the history of insurance it is something new. 
It has caused these problems and until that kind of a fund came in, 
the insurance laws adequately took care of the situation. 

Now, that they have an intermediatry which has not been subject 
to the insurance laws, it is necessary to do something about it and the 
States are doing it. Whether they should have done it earlier is a 
matter of opinion. 

Mr. FreLINGHUYSEN. I have two very brief questions if I could, Mr. 
Chairman. 

Mr. Fitzhugh, I am sure all of the members of the committee have 
enjoyed your testimony today. I would like to ask you about one 
statement that you made with regard to too much competition and 
your fear that perhaps there is too much competition and if I quote 
you correctly you said that competitive bidding might lead to deter- 
1oration in quality if it is not kept under control. 

We got a statement from Mr. Walter Reuther and I quote: 

We have often found that employer-operated insurance funds have been con- 
ducted at excessive cost. Over opposition of management we have often had to 
demand competitive bidding to reduce these costs. 

That, Mr. Biemiller of the AFL-CIO quoted as a basic principle, 
and I am quoting from his testimony, that insurance contracts should 
be awarded on the basis of competitive bidding so as to achieve the 
best quality and protection available at the lowest net cost. 

I wonder if you would tell us a little bit more about your point of 
view, as to the value or the defects of the competitive bidding. Ap- 
parently, there is certainly a school of thought which feels very 
strongly that competitive bidding is one way in which we can insure 
that costs are kept at a reasonable level. 

Apparently, there are certain disadvantages in it. 

Mr. Firzuvcn. Yes, sir. We beg leave to disagree with that posi- 
tion taken by the other gentlemen on the advantages of competitive 
bidding. For a number of reasons we do that. 
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In the first place, bidding on insurance is not on a guaranteed cost, 
and as I mentioned earlier, it is only on a “ouesstimate” because no 
insurance company can guarantee its costs. 

Now, you come to what do you mean by competitive bidding? Is it 
the premium, and are you going to take the company with the lowest 
premium which means nothing because the real cost is what the pre- 
mium less the dividend or experience refund amounts to? So suppose 
one insurance company has a lower premium than another company. 
But in the bids they put in, it turns out that insurance company B has a 
lower first year expense than company A and insurance company C 
has the lowest charge for contingency reserve. 

Another company amortizes its first year’s commissions over a pe- 
riod of 10 years so it shows a low 1st-year cost but a higher 10th-year 
cost. Are you going to figure the one that is lowest over 5 years, 1 

ear or 10 years or who is going to analyze these bids and who is go- 
ing to dec ide the one which is the lowest and who is going to discount 
any optimism that is in these bids and who is going to see that the 
specifications are not rigged, to be blunt about it, so that only one 
favored insurance company that they want to get this business because 
of a handout can answer all of the questions “Yes,” 

They put out bids and they say if you do not bid exactly on these 
specific ations your bid will be rejected, which sounds perfectly plausi- 
ble and it is common in other operations, but it does not work in the 
insurance business because sprinkled in there innocently will be 2 or 
3 questions that they know are directed toward one company and all 
other companies whose operations are just a little bit different, be- 
cause we all pride ourselves on doing things differently and we all 
think our way is best and they will answer it the wrong way. So the 
business goes to the other company because the other company either 
failed to put in a bid or did not meet the specifications. 

Mr. Frevincuvysen. If I might interrupt, your feeling is that 
competitive bidding might actually increase the possibility “Of collu- 
sion, rather than increase the quality of the service. 

Mr. Firznvuacn. I am afraid so. Any buyer, whether it is an em- 
ployer, a union, or jointly, who wants to get a good deal, there are 
plenty of ways for him to do it. He can “ask all of the brokers he 
wants and he can ask a lot of insurance companies to come in and he 
can look at the annual statements of the insurance companies and see 
who is doing a good job and who isn’t and if he wants to get a couple 
of bids just to get an area, that is all right. 

But I would not put too much stoe +k on the results he gets in com- 
petitive bidding. 

Mr. Horr. I have a lot of questions and I am sorry that the hour is 
such that I cannot go into detail, inasmuch as there will be a second 
bell to ring. 

Is it not true that you are talking about these New York laws and 
using that as a springboard, but is that quite fair? Most of the funds 
or most of the policies that are written have employees in New York, 
is that right ? 

You are using that as a base. 

Mr. Firznvucu. Again we must distinguish between the insurance 
operations and the fund operations. The vast majority of insurance, 
whether issued in any of the 48 States, is issued by insurance com- 
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panies who are licensed in New York and are subject to the New York 
insurance law. 

So, as to the operations of insurance companies, the New York law 
is pretty permeating. As to the operations of the funds themselves, 
New York law would apply to funds having employees in New York, 

But, between New York, the State of W ashington, and California, 
and Connecticut, and Wisconsin, you are getting a pretty broad dis- 
tribution there and a pretty high percentage of funds will have em- 
ployees in one of those five States. 

If we got 2 or 3 more industrial States to pass laws, you would 
have the problem pretty well covered, or at least as far as the large 
funds are concerned. 

Mr. Hour. We heard the man from Washington testify and it did 
not seem satisfactory to me and he did not have enough money to 
audit those things. 

Mr. Frrzuvucu. That is a matter of enforcement. As far as the law 
is concerned, outside of the exclusion of bank trustees, the law covers 
these funds. Whether they have enough money to enforce it, I can- 
not say. 

Mr. Hour. How about where the funds are domiciled and is it not 
possible, and I think the company that wrote the teamsters’ fund is 
a California company. 

Mr. Frrzuvuceu. The insurance company, yes, and I come back, that 
we are favoring disclosure on these funds, but we believe it should be 
confined to these funds because those are the ones that can evade the 
New York law or any State law by moving to another State. 

But the regular unilateral, if you like, or level of benefit policies, 
issued directly, whether it is to an employer or a union or a fund can- 
not escape by this method, because they must be issued if they are 
an insured policy by an insurance company which operates in the 
various States. 

So, while we definitely favor, and getting back to this principle dis- 
cussion we were having, to avoid these loopholes, we favor if neces- 
sary Federal disclosure of the fund operations and we do not think 
it is necessary on the insurance operations. 

Mr. Hott. ‘What about the zone setup that you are talking about, 
is that among insurance commissioners ? 

Mr. FrrzuHvucu. The insurance commissioners have set up zones so 
that any company located in New York is examined by the New York 
insurance department and 1 State in each of 5 zones and they divide 
it up, so that they do not have 48 States coming in and examining 
each company. 

We have five States coming in. 

Mr. Hort. How long has that been in effect ? 

Mr. Frrzuven. It is quite a while. It is years and years. It isa 
long time. 

Mr. Hott. What about these elaborate setups, and what do you call 
them in the insurance business, and I do not know how to describe 
them, but they are an organization set up to run the fund or trustees. 

Mr. Frrzuvuen. Administrators. 

Mr. Hour. Have you folks done much research into how this ad- 
ministrative setup is done? 

Mr. Firzuvuen. Mr. Cathles is our expert on that subject and I am 
sure he can explain how this works and it would be—— 
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Mr. Horr. You are with the Aetna people and you folks just took 
over the teamsters ? 

Mr. Catuues. Only a small part of it. 

Mr. Horr. Did you run into that administrative setup they have? 

Mr. Caruues. I know something, it is handled by Charlie Cross, 
and I think he handles the administrative end of the various teamsters 
funds and there are some 53 of them set up out there. I do not know 
from firsthand knowledge exactly what his operation is, but I under- 
stand from people that I have reason to have confidence in that he 
runs a pretty good administrative office. 

He has efficient methods and he has recently transferred or put in 
a punchcard accounting system which I think will have a good effect 
upon his costs. 

Mr. Hasketu. There are 53 funds? 

Mr. Catuuxs. Yes, something like that. 

Mr. Hasxetu. All in one area? 

Mr. Carutuss. No, they cover the west coast, and they are set up by 
divisions of the West Coast Conference of Teamsters. 

Mr. Hasxett. How do you mean, different funds? It is to pay 
different benefits? 

Mr. Carutes. There is a pattern of benefits which is common to 
all of them. There are two patterns, each one depending upon the 
rate of contributions that is-negotiated. I think at one time, I am 
not sure exactly what they are now in all cases, but at one time there 
was a package of benefits tagged with a price of $9.40. 

There was another pattern of benefits tagged with a price of $11.50. 
Depending upon the collective bargaining negotiations, in each in- 
stance to get what the plan benefits would be for that particular 
fund, I believe there were only the two different plans of benefits, 
one slightly richer than the other. 

The teamsters, of course, involve a number of industries. It is not 
only truck drivers that belong to the teamsters industry and it is not 
inconceivable that there should be a number of different funds or 
different seoments, that have different interests, even though their 
employees belong to the same labor union. 

Mr. Horr. In this administrative setup, did they ever form that 
corporation they were going to form? 

Mr. Carutes. You are. talking about the teamsters, Charlie Cross’ 
outfit ? 

Mr. Hour. Yes, I am. 

Mr. Carus. I do not know that they have set up any corporation. 
I do know that Charlie Cross handles the administration. 

Mr. Hour. What do they call it? They were going to set up a 
corporation. What do they do now? 

Mr. Caruurs. As far as I know it is not incorporated and it is an 
administrative office. Mr. Cross does have a union background and 
he has been identified with the union and the employers have been 
suspicious of his operations. They had no basis for it, to my 
knowledge. 

All of the opinions that I have heard indicate that he runs a very 
good administrative setup. The reason Mr. Fitzhugh 

Mr. Horr. Would you say processing 9,000 claims without investi- 
gation of most of them is an unusual practice for an insurance com- 


pany? 
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Mr. Carutes. You cannot investigate every claim without inordi- 

nately slowing down the claims paying process. What you do is you 
have qualified people who screen these claims and after a time they 
ean tell when something looks a little peculiar. 

They know doctors which they have had trouble with before and 
they know hospitals which they have trouble with and they spot the 
ones that need to be investigated. Now, one of the reasons why we 
were selected to underwrite this particular teamster fund out there 
was because of the claims facilities that we have out there. 

It was because of our program of auditing the payment of claims 
under all of these welfare funds. Now, for the first 3 months we 
underwrite one of these funds, we audit every single claim payment 
to make sure it is actually right and we are going to have to put on 
quite a few claimsmen from other parts of the country. on this sized 

case to audit those, but that is what we are going to do. 

After the first 3 months if we are satisfied that everything is run- 
ning properly, then we will rely on a spot-check audit twice a year. 
Our adjusters go in and take a proportionate number of claims and 
go through them with a fine-tooth comb to see that things have been 
handled in accordance with the proper way. 

Mr. Hour. Is it proper for the administrative setup and the in- 
surance company to exchange employees, and have relatives working 
in the same shop ? 

Mr. Carnes. It is not our practice. I do not know that it has 
ever occurred. 

Mr. Horr. It has. 

Mr. Catutues. I was stopping to think if I could think of anything. 

Mr. Hott. We found it occurring out there in this particular setup. 
Is there any way in the insurance business, that that would affect the 
claims, or should the administrative setup and the insurance company 
be one and the same? 

Mr. Catuies. In my opinion, there is no reason why an insurance 
company should not provide the administration for one of these 
welfare funds. As a matter of fact, we have set up such an adminis- 
trative office out in Los Angeles, to handle the laborer’s welfare fund 
there. 

We did set up a separate organization. We have an individual pro- 
prietor doing business as fund administrative associates, and the sole 
purpose for that was to handle the policyholder function and the 
administration of this health and welfare fund. But we provided the 
know-how in setting it up and we hired the person who runs that 
office and we had the prime contract with the trustees and bear the re- 
sponsibility for the proper administration of that fund. 

Mr. Horr. Who pays for that administrative office? 

Mr. Carutirs. That is a matter of contract between the trustees and 
ourselves. That is, we determine what our costs are, and they pay us 
a separate premium or a separate amount of money. 

Mr. Hott. You bill them for services rendered ? 

Mr. Catutes. We do not exactly do that, and we operate it on a 
contract basis. 

Mr. Horr. Is it included in the deal, when you make the deal ? 

Mr. Carutrs. No; it is a separate one. We had underwritten that 
policy for a year and they were not satisfied with the administrative 
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setup which they started out with; and, as a matter of fact, we were 
forced into this arrangement. 

Mr. Hour. Are you going to do the same thing with the teamsters? 

Mr. Caruxes. No; not to my present knowledge. 

Mr. Hour. Do you not think there is quite a field there, to see if some 
of these administrative expenses can get out of hand, and do you think 
the State laws cover those properly ? 

Mr. Carus. The State laws did not properly cover them in my 
opinion; that is, the existing State insurance laws did not properly 
cover them and perhaps there was no other existing body of law which 
applied on these. That is why we felt that it was necessary to have 
some additional. 

Mr. Horr. Let us get down to brass tacks. Is there not a lot of 
cash around there that nobody can account for ? 

Mr. Catutes. I do not know of any. 

Mr. Hour. We found that there was. 

Mr. Caruues. It has been publicized, some that everybody knows 
about. 

Mr. Hour. We found there was, and do you not think when the 
insurance companies enter into some kind of a contract with the 
unions, somebody ought to take a look at that administrative setup 
and it ought to be run on an efficient and professional basis. You have 
done it in one case and how do we get it in other cases? 

Mr. Caruurs. It should be done on a proper and efficient basis and 
I have had a direct contact with a large number of these welfare 
funds and in my experience it is done on a proper and efficient basis 
in most instances. 

As a matter of fact, I do not know of any instance where it has not 
been done. We underwrite some 250 or 300 of these funds. That is not 
a terribly large percentage, but it is a fairly significant percentage of 
the total number of Taft-Hartley health and welfare funds which is 
what we are talking about here. 

Mr. Hott. Is it not true that insurance companies that wanted to 
could make a loss ratio so high they could go ahead and just pay 
these claims and if it was a little more efficiently run, the loss ratio 
could be made lower and the beneficiary would get better insurance 
and broader coverage ? 

Mr. Caruurs. There is certain range in which the claims practice 
of the insurance company has an effect upon the loss ratio. 1 do not 
think that that is a very large range. As a matter of fact, the prob- 
lem which most of us are facing right now is how to keep the loss 
ratios within the premiums that we are charging and we are not 
worried about padding our loss ratio. 

Competition being what it is, it acts as some sort of a ceiling on pre- 
miums you can charge, irrespective of whether you are talking net cost 
or not. That is particularly in the hospital situation. 

Mr. Hour. You have mentioned one time, and I believe mentioned 
another. Are those the only two types there are? Does the company 
ever run it entirely themselves or do they have to, under most laws set 
up, have a separate outfit? 

Mr. Carntes. When you are talking about the Taft-Hartley wel- 
fare fund, it is usually necessary, except in very, very small groups 
where sometimes one employer will take over the administration and 
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you are only talking about 4 or 5 employers, but under most of these 
funds it is necessary because you are talking about small employers and 
none of them are able, or the union does not have the facilities to do 
it and it is necessary to set up some independent administrative office 
to receive contributions from the various employers and to keep 
records of the employees who meet the eligibility requirements. 

Mr. Hour. Does your association or the insurance commissioners 
ever do anything about these administrative setups! 

Mr. Caruixs. That is involved, of course, in the New York law and 
the Wisconsin law and the various laws that have been passed by the 
States. 

Mr. Hour. Do you know whether it is in the California law? Iam 
not familiar with it. 

Mr. Carutes. I believe it is, and I believe it is largely based on the 
model bill. 

Mr. Hor. The insurance commissioners and your association 
started to do something about this problem before the Senate called 
it to the country’s attention ? 

Mr. Caruues. I think in actual timing, there was something done. 

Mr. Frrzuvucu. The New York investigation was the first investiga- 
tion, before the Senate investigation. They had the first registra- 
tion law back in 1954, I think, and their first investigation started 
as a result of a murder in Yonkers . 

So that was the opening gun in this, and it was done by the States. 
New York, at least, did not have to be prodded by the Federal Gov- 
ernment. 

Mr. Hour. Does your association have any kind of rules and regula- 
tions about insurance companies making loans to people they are doing 
business with ? 

Mr. Firzuven. The insurance companies cannot have any rules 
or agreements or we would all go to jail under the antitrust. laws. 

Mr. Hour. I say your association. 

Mr. Frrzuvucn. Our associations either. In the code of ethics, it 
covers the question of conflict of interest, but in general, most of us 
think we have been pretty ethical without any code. 

Mr. Hour. Under this setup we have, does the same thing you talk 
about in New York law, take place between the laws of Washing- 
ton and the State of California now; do you know? 

Mr. Frrznvueu. The California law specifically has a provision that 
the commissioner of insurance can exempt from the operation of the 
California law any fund where he believes it is not necessary to have 
a California law apply and one of the re: isons that he enumerates, for 
example, is an out-of-State fund which is adequately regulated else- 
where. 

Mr. Hour. Do you folks recommend any model type of adminis- 
trative setup for certain types of funds? 

Mr. Carnes. That is amatter of individual company practice. 
They are all different. In the development of this particular type 
of business, it is to a company’s interest, perhaps, to give to its field 
force and to make available to agents or consultants that are not 
completely versed in the field, an outline of how you go about handling 
the administration of one of these welfare funds. 

We did not. Aetna, I guess it was 10 years ago when we first 
started, became interested in this welfare fund type of business. We 
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Ee ared two procedure pamphlets for our field force and also for 
rokers. 

Mr. Hour. Do the companies, when they share an account like the 
teamsters account, have a central organization or a coordinating body 
that does the same thing they you are doing out there, for instance? 
That is watch these claims when they first start out ? 

Mr. Catutes. The practices of the different companies are different. 

Mr. Firzuvucu. There is no joint office. 

Mr. Horr. Mr. Chairman, I will conclude there, and I want to 
thank you for giving me the time. 

Mr. House. If it is not too late, could I ask you a few questions? 

Chairman Barpen. You may proceed. 

Mr. House. Some questions have been asked about competitive 
bidding. Just to clear things up, competitive bidding is the other side 
of the coin from retention and that 1s, in competitive bidding what 
you do is estimate or guesstimate what the retention will be; 1s that 
approximately correct ¢ 

Mr. Frrzuvucu. Yes, sir, based on our present dividend formula 
or experience-rating formula, we figure out what it would be if that 
were continued for the next 10 years. 

Chairman Barpen. Let me ask a question at that point. Possibly 
the gentlemen does no understand why that question of competitive 
bidding arose here. I believe some of the labor union heads, I believe 
it was Mr. Biemiller and others, stressed that they wanted competi- 
tive bidding. 

I never did understand just how they would operate that with in- 
surance companies. So your contribution to the record will be quite 
helpful. The term “competitive bidding” generally look fine, but 
I never was quite able to see in my mind how that would fit the 
insurance field. 

Mr. FirzuvuGu. We do not believe it does, sir. 

Chairman Barpen. So any contribution you make on that sub- 
ject, Mr. House, will be very, very much appreciated by more mem- 

er that just myself. 

Mr. House. It is a thorny subject and I would like to clear up sev- 
eral aspects of it. I am not going to ask for any names, but do you 
in fact know of any consultant broker or brokers who habitually rig 
ond pids, as you described it before, when they ask for competitive 

idding? 

Mr. Frrzuvucu. I think all of the abuses in this field are in a very 
minor portion and very small corner of the field, and so I do not 
think that there is any habitual thing of this kind. 

Mr. Howse. Is there any habitual thing by any one broker? 

Mr. Frrzuven. I do not know of any, no, sir. 

Mr. Houses. Now, although you do not favor competitive bidding, 
isn’t it a fact that when consultant brokers are employed by welfare 
or pension funds, as a rule they do advise the funds to solicit and they 
solicit for the fund competitive bids for several different companies? 

Mr. Firzuvucn. That is quite common. 

Mr. House. So commonly, you respect the ability of some of these 
consultant brokers who solicit competitive bids ? 

Mr. Frrznucu. Yes, sir. 

Chairman Barpen. I want to still get clear in my mind. The term 
“competitive bidding” is rather elastic a term. 
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Mr. House. I was going to come to that, 

Chairman Barpen. What you are referring to now as competitive 
bidding, as I understand it, is that some handlers of funds, regardless 
of who they may be, will ask for rates from different companies, is 
that what you mean ? 

Mr. Firznvuenu. That is part of the confusion. Sometimes it is esti- 
mates of how much our reserves will be, and the bids are done in differ- 
ent ways. Sometimes it is bid on who will give the lowest premium 
rate and other times they ask you to bid on who will give you the low- 
est expense rate and other times they ask you to bid on who will give 
you something else. 

We are not taking the position that competitive bidding is useless, 
Our position is that there should be nothing under the Federal stat- 
ute to require competitive bidding because as soon as you require com- 
petitive bidding by statute, then you magnify all of these problems 
that can come up in interpreting the bid and deciding which carrier 
to pick. 

Now, if any one consultant or union or employer wants to ask for 
competitive bids, why, more power to him. It will give him at least 
a range to know what his company is doing and whether it is reason- 
able. There are other ways of doing it. 

Our position is not that it should be outlawed or anything like that, 
but only that it should not be required because there are many other 
ways of selecting a company besides competitive bidding. 

hairman Barpen. And just not mention it. 

Mr. Frrzuueu. We see no need to mention it, as far as the statute 
is concerned. 

Chairman Barpen. I am inclined to agree with you on that because 
I may settle very clearly in my mind what would qualify as competi- 
tive Gidding, but I certainly would not attempt to guess what the 
Supreme Court would say because I will admit a normal amount of 
confusion in my mind but they certainly have increased that state. 

Mr. Lutnicxi. May I interrupt you, Mr. House, and I wonder if we 
can correctly be quoting as saying we are not in favor of competitive 
bidding. I think the quotation is more correctly that I do not be- 
lieve the law should require in every case competitive bidding. 

Mr. House. I think Mr. Fitzhugh has corrected that. 

Mr. Lurnickt. Competitive bidding as an industry, we live on 
this and we live well and we abide by it and we believe in it. But we 
do not believe in the extremes that competitive bidding has been 
expected to deliver and you cannot get what some people think it will 
give. 

Mr. House. I would like a somewhat clearer picture of the facts 
for the record so that everybody understands what a competitive 
bid is. 

If I understand it, when someone solicits a competitive bid, if his 
solicitation is carried out by an expert in the field, it would likely be 
comprehensive and would ask for the total estimated premium, and 
then the estimated claims plus dividends and principally the esti- 
mated retention, and it might also ask for subdivisions of the reten- 
tion and retention means the part of the gross premium that the 
insurance company keeps and that part would cover its commissions, 
its overhead and its profit and various kinds of reserves which are 4 
part of overhead. 
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A competent letter from a competent and honest broker consultant 
who asked for a competitive bid would go into all of those elements 
and spelled out in some detail; is that a fair assumption ? 

Mr. Firznvucen. It would have to be pretty detailed. 

Mr. House. The reason why you are against requiring competitive 
bidding by law, and requiring say, the purchase of a policy from the 
lowest ‘bidder, is that in evaluating various questions here, elements 
of business and practical judgment enter into it, as to the quality of 
the insurance you purchase and as to how claims will be treated and 
the facilities of a particular company to handle claims in various 
parts of the country ; and would that be correct? 

Mr. Frrzuven. Very much so. 

Mr. Hovusr. Supposing for example, in this General Electric-Metro- 
politan case that we have heard so much about, where the other day a 
complaint was made that oe there was something wrong because 
there was no competitive bidding, suppose there had been competitive 
bids solicited and they varied by a certain percentage. 

Is it fair to say that even then, would it be ossible for the union 
representative to tell General Electric, “This bid is better than the 
other and every reasonable man knows it is better than the other and 
if you do not take this lowest bid, you are committing some kind of 
abuse with respect to this fund.” 

Mr. Firznven. Now, you are raising a question of the competitive 
bidding when a policy is first being issued, and that is one question. 
When a policy is being renewed, that is another question. 

Putting aside the analysis of it, you can get cuite a bit on competi- 
tive bidding on a brand new policy where tl:c policyholder knows 
nothing about what to expect from any company and when you move 
over to a case where a policy has been in force and in that particular 
case for thirty-odd years, and the policyholder knows what kind of 
an arrangement and he knows he is getting a fair price and he has 
made a study of every year and he looks at the expenses and analyzes 
it and shows they are getting their money’s worth, they know how the 
plan operates and it would be nonsense. 

I think that is not too strong a word for them to go out every year 
and ask for a lot of companies that do not know the plan, and they 
have not had the experience to get what their costs would be. 

If they were to decide to transfer it, they would lose several million 
dollars of contingency reserves that have been built then and they 
would have to start out paying first-year commission charges and get 
used to the operation of a new insurance carrier. 

On an operation like that it does not make any sense to get com- 
petitive bids. 

Mr. Caruies. What you are comparing there, if I may say some- 
thing, is somebody else’s past performance which is an actual fact, 
against somebody’s guesses as to what their future performance will 
be, and those distinctions are never clear cut and so it would never be 
possible for someone to point at costs alone and say that this is a clear- 
cut and a best deal. 

Mr. Howser. I am just referring to what the witness the other day 
said. He said—and I wish you would assume this for the sake of the 
argument—that in effect the entire insurance setup was so changed 
that it amounted to a new situation. 
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Now, assuming that was so, and assuming two reasonably close bids 
came in, and the insurance representative said to General Electric, 
“You have to take this one because it is lower,” and without regard to 
any analysis of the particular bids, would that answer make sense! 
That is, that the lowest bid must be accepted. 

Mr. Firzuveu. I will make a more positive statement and if you 
are asking me a question, should a buyer be required to accept the low. 
est bid, there, without any fear of contradiction, I can say “No,” and 
nobody has claimed that they should, even the representative that you 
are talking about. 

All they have said is that they should get bids and not that there 
should be any requirement and I do not know of any field where any.- 
one is required to take the lowest bid and they are entitled to look at 
the other circumstances before they decide. 

Mr. House. It is a matter of quality and business judgment? 

Mr. Firzuvceu. Yes, sir. 

Mr. House. Coming to another subject, you discussed switching in 
connection with disclosure of retentions. Is it not a fact that where 
broker consultants serve a fund, as a rule they require an annual re- 
port at the end of each year which actually discloses what your reten- 
tions have been in some detail, and some breakdown ? 

Mr. Firzuvuen. We do that whether there is a broker or not. 

Mr. House. You furnish that to the fund ? 

Mr. Firzuueu. Yes, sir. 

Mr. Houser. If the disclosure of retention encourages switching, do 
you not presently automatically make that kind of disclosure so that 
switching can be facilitated by the facts disclosed right now ? 

Mr. Firzuvucu. It is quite different. We disclose to our policy- 
holder all of these details of the retention reserves and everything 
else. If he is not satisfied and wishes to go out and get bids from 
other companies, that is his privilege. 

Our objection is to putting what we report to our policyholder in 
the newspaper, which is what you do if you disclose to everybody. 
Then, every broker and consultant in the country can take a look at 
that and stay up nights figuring how to beat it in a guess and again, it 
is only a guess. 

I do not see how competitive bidding and disclosure, how you can 
have them both, and I never heard of a competitive bid where one 
of the bidders, that would be the existing company, puts its price—if 
you like, its guess—on the table for everybody else to look at or to 
shoot at. 

You just cannot have both disclosure and competitive bidding on 
renewal cases and it does not make any sense. 

If they want to have competitive bidding, they have to withhold 
our bid from the general public, if we are the carrier. 

Mr. House. I would like to read to you a provision from H. RB. 
487, one of the bills referred to this committee. It requires disclosure 
by the insurance carrier to the fund and, in turn, a filing by the fund 
with the supervisory agency and a report to all beneficiaries of the 
following: 

The premium rate or subscription charge, total premium, total claims in- 
curred, and total claims paid by the carrier or other organization, dividends. 


commissions, administrative services or fees, amounts retained in any manner 
by such carrier or other organization. 
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That is the end of that part of it. In your opinion, would that be 
an excessive de of disclosure of your retention or would that be 
within permissible limitations? 

Mr. Firzuvcu. We think at least two of those items go beyond 
what is necessary to accomplish the purpose of preventing misuse 
and diversion of funds to the detriment of beneficiaries. Those are 
where it says, the amount retained by the insurance company for any 
other purpose and the difference between the claims paid and the 
claims incurred, which gets into the actuarial determination of re- 
serves or liabilities for unpaid claims. 

As to the commissions, allowances, and fees, we have testified that 
that should be disclosed in any bill requiring disclosure, and the 
premiums and the claims and the dividends, or at least the premiums 
and the dividends, would already be available to the fund because 
they paid them and got them, and the claims on many small cases, 
nobody knows what the claims were on a particular policy because on 
small groups you do not experience rate each policy. 

The element of insurance steps into the picture and all small 
policies are put into one pool, and they pay their premiums and we 
pay the claims and there is no allocation of claims to a particular 
policy, because it would not make any sense and the claims would 
exceed the premium on one and be nothing on the other. 

Mr. Houses. Now, would you see any objection to a requirement 
that the total amount of the retention be stated in this disclosure 
without breakdown ? 

Mr. Firzuvuen. That would automatically be obtained by the 
fund because they would have to report their income and dis- 
bursements as we have recommended, so they would report how much 
they paid to the insurance company and how much they got back 
and the balance is the total retention and so they do not need any 
further disclosure from us to get that. 

Mr. Hovsg. Switching to my last subject for questioning I think 
you have agreed that there should be laws regulating welfare funds 
at a State level where the welfare funds cover their plans by in- 
surance. 

That is a correct assumption so far? 

Mr. Frrzuvueu. The fund itself; yes, sir. 

Mr. Hovussr. That is because in your opinion, the fact that insur- 
ance companies are adequately or more than adequately regulated 
by State laws still does not help in regulating these separate pools 
of money, and separate operations by the welfare funds themselves 
before their money flows into the insurance company by way of 
premiums. ICS : 

Mr. FrrzuHucu. That is correct. 

Mr. Houssr. Now, is it not a corollary from that or must you 
not conclude that the mere fact that bank trustees are regulated does 
not supply sufficient regulation of the funds which have bank trus- 
tees insofar as we are talking about their operations outside of the 
hands of the bank trustees before the money gets into the hands of 
the bank trustees when the money is spent by direction of officers of 
the company and not by the bank trustees ? 

Mr. Firznvucn. I would think the same situation applies there as 
insurance, but I think the people that handle those funds could give 
you a better answer. 
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Mr. Carutes. You might have a difference there. If the bank is 
the trustee, presumably the employer contributions are paid directly 
to the bank and they do not go through any intermediary. 

Mr. Housr. Where the bank has complete charge of receipts and 
disbursements ? 

Mr, Catuies. Where the bank is the only trustee, I think there 
logically follows that the contributions must go directly to the bank. 
There is no intermediary. 

Mr. House. Where the bank has the sole and total responsibility 
for getting receipts and for making all payments out of the fund and 
for determining all activities of the fund. 

Mr. Caruues. Actually, what the bank does when it acts as trustee 
is to act as depository for the money and receive employer contribu- 
tions and save it goes on and provides some other services. 

Mr. House. How about supervision of disbursements and distribu- 
tions ¢ 

Mr. Caruues. That, I think, will depend on the individual case 
as to how the actual payment of pensions, and we are talking about 
pensions, is handled. It may be, in a particular situation, that the 
bank merely holds and invests the money and then insurance con- 
tracts are bought. 

We have a terminal funding arrangement when the person actually 
comes to the retirement age. In that situation, it would not seem 
to me that there would be much opportunity for abuse. 

Mr. House. Is there not opportunity for abuse in disbursement of 
administrative expenses by the bank trustee at the direction of per- 
sons other than the bank trustee / 

Mr. Caruues. Not if you assume that the bank trustees are regu- 
lated by the banking department, which I have understood was true. 
Here you have a situation 

Mr. Houser. Is it your understanding that the regulation of the 
bank trustee by the banking department would include regulation 
of the bank disbursements where the bank disburses on instruction of 
some welfare fund or pension fund committee, outside of the bank? 

Mr. Catuuirs. That would be my assumption. 

Mr. House. I think it is contrary to law. 

Mr. Carutes. All I was trying to point out was that it was not 
necessarily bad, or it was not necessarily a loophole or there could 
be situations where presumably there would not be an opportunity 
for dipping into the till. 

Mr. Hovssg. I do not know myself of a single case. I would be very 
interested in your identifying it. 

Mr. Carutes. I do not know. 

Mr. Howse. I have no further questions. 

Chairman Barven. Well, gentlemen, I think we will adjourn. 

I appreciate very much you gentlemen coming down. I want you 
to know the committee members, some of them have already expressed 
their appreciation, and this is a rather serious thing with us and espe- 
cially so with me in view of the fact that maybe I am a little too cau- 
tious, but I think there is more danger in overlegislating than under- 
legislating. 
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If we bring out a bill, I am sure that I will get criticized regardless 
of what it is, but if I am to be criticized, I hope it will be for leaving 
something out instead of putting too much in. 

I thank you so much. 

Mr. Firzuvuen. Thank you, sir. 

Chairman Barven. We will adjourn at this time. 

(Whereupon, at 1 p. m., the hearing in the above-entitled matter 
was recessed. ) 





WELFARE AND PENSION FUND LEGISLATION 


TUESDAY, JULY 16, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON EpucaTION AND Lagor, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 429, Old 
House Office Building, Hon. Graham A. Barden (chairman) presiding. 

Present: Representatives Barden, Perkins, Wier, Elliott, Landrum, 
Green, Thompson, McConnell, Holt, Wainwright, Frelinghuysen, 
Nicholson, Ayres, Griffin, and Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. Gra- 
ham, minority clerk; A. Regis Kelley, clerk; Robert E. McCord, clerk; 
Martin S. House, special counsel on welfare and pension legislation ; 
Kennedy W. Ward, assistant general counsel; and Russell C. Derrick- 
son, chief investigator. 

Chairman Barpen. The committee will be in order. 

We have with us, this morning, Mr. Orloff, vice president of Marsh 
& McLennan, Inc., Chicago, I1., and Mr. Blomquist of the same organ- 
ization. 

You gentlemen, I presume, wish to appear together. 

Mr. Biomeutist. That is correct. 

Chairman Barpen. Will you identify yourselves for the reporter, 
please, and proceed with your statement. 


STATEMENT OF CONRAD A. ORLOFF, VICE PRESIDENT, MARSH & 
McLENNAN, CHICAGO, ILL.; ACCOMPANIED BY RICHARD M. 
BLOMQUIST, MANAGER, WELFARE DEPARTMENT, MARSH & 
McLENNAN, CHICAGO, ILL. 


Mr. Ortorr. I have a short statement which I would like the priv- 
ilege of reading. 

My name is Conrad A. Orloff, and I am vice president of Marsh & 
McLennan, of Chicago. On my right is Richard M. Blomquist, man- 
ager of the welfare department of our organization. 

I am an actuary who has functioned in the pension field for over 25 
years. QOur firm renders a consulting service which has been availed of 

y over a thousand organizations of various sizes, locations, and inter- 
ests. I am chairman of the public employees pension plans commit- 
tee of the Taxpayers Federation of Illinois. 

My principal reasons for accepting the invitation to appear before 
your group were: 

1. To commend you for the objectives you are attempting to achieve 
of preventing the diversion of funds from the benefit of members of 
welfare and benefit plans; 
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2. To point out why, in my opinion, the method of registration, re- 
porting, and disclosure may not be the most effective method of ac. 
complishing this objective; and 

3. Tosuggest an alternative method for consideration. 

Without dealing extensively with the weaknesses of the registration, 
reporting, and disclosure method and to avoid repetition of opinions 
already presented to your committee and other committees dealin 
with this subject, I would suggest that such method has two princip 
weaknesses : 

I. Expense of preparation and review: Because of the number of 
plans and the great amount of material involved, the preparation of 
audit will be very substantial and accordingly will materially reduce 
the amount of funds available to beneficiaries. It is not unlikely that 
such expense might exceed the amount otherwise diverted. 

II. Those individuals who intend to abuse plans will find ways of 
so doing that would not be disclosed in any prescribed reporting form. 
Because of the large number of plans now in operation, the review 
would have to be performed largely by clerical personnel who might 
not be qualified to recognize suspect situations in this complicated 
field. 

There are some hazards to members of plans resulting from public 
disclosure which should not be overlooked. For example: Under a 
level-of-benefit plan, an employer may indicate that the cost of the 
benefits approximate X cents per hour. The majority of our employer 
clients, however, are contributing more than this X cents so that, if, in 
later years, economic conditions might make it difficult to pay the X 
cents, they can draw on the excess contributed in order to maintain the 
plan’s solvency. If disclosure is required, I would expect that em- 
ployers would contribute the minimum amount estimated to be suf- 
ficient to support the plan. Under such circumstances, the security 
now enjoyed by members of plans would be weakened. 

Other objections have already been brought to your attention. 

The following suggestion is being offered as a more practical method 
of achievement : 

I. Provide appropriate penalties for anyone who abuses welfare or 
benefit plan funds— 

(a) By converting such funds to his own use or the use of 
another ; 

(6) making false entry in any record with intent to injure the 
plan fund or defraud any beneficiary; 

(c) willfully destroys any such record unless authorized by 
appropriate regulations. 

II. Require anyone engaged directly or indirectly in or connected 
in any capacity with the administration, management or control of any 
welfare or benefit plan, to maintain and preserve complete records of 
all transactions until authorized by appropriate regulations to dispose 
thereof. Such material should be made available to the appropriate 
legislative board authorized to review the operation of the plan. 

III. Establish a legislative board with authority to review the 
operation of any welfare or benefit plan and initiate punitive action 
against anyone who abuses welfare or benefit fund plans. The board 
will act only upon receipt, from anyone, of any information filed with 
it indicating that a plan is being abused, how and by whom. The 
board may either— 
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(a) determine and investigate to be unnecessary ; 
(6) make superficial investigation ; 
(c) undertake exhaustive investigation. 

This procedure should be more effective than registration, reporting 
and disclosure of all plans because— 

(a) only suspect situations will be reviewed, entailing less 
expense ; 

(&) no advance indication will be given of the kind of informa- 
tion to be required, as would be the case under a reporting method ; 

(c) the board could justify using qualified personnel for such 
purpose—whereas a large clerical staff of unskilled help would be 
required to audit a “re porting method.” 

Chairman Barpen. Does that conclude your statement? 

Mr. Ortorr. That concludes my statement. 

Chairman Barpen. Mr. Wier, have you any questions? 

Mr. Wier. I have one or two questions. 

I notice you introduce yourself as representing this particular firm. 
You add to that “I am chairman of the public employees pension plans 
committee of the Taxpayers Federation of Illinois.” Will you elu- 
cidate a little bit on that? 

Mr. Orvorr. I shall be glad to. The Taxpayers Federation of Ili- 
nois is an organization supported by contributions from taxpayers. 
The committee that I have ca heading for about 6 or 7 years has 
been reviewing the public employee plans in the State of Illinois 
covering municipal employees, police and firemen funds, teachers 
funds, library funds, and other groups of that character. 

Mr. Wier. Before you leave that, you are devoted in that field en- 
tirely to civil-service retirement, then, are you not? 

Mr. Ortorr. No, sir. Well, I do not know what you mean by civil- 
service. None of those are covered by the civil-service pension plan. 
Those are individual plans enacted through State legislation, and we 
review most of the bills that are submitted to the Illinois Legislature, 
and comment on them. 

The Taxpayers Federation takes a position with respect to con- 
templated legislation. Also, we have appeared before the Pension 
Laws Commission of the State of Illinois on several occasions, and 
presented opinions with respect to matters that are presented to that 
commission. 

Mr. Wier. Let me get that picture clear. You decline to call them 
retirement funds, or ‘welfare funds. As long as you are talking to 
the State and make recommendations to the State, does the State 
participate in the moneys provided for these funds? 

Mr. Orvorr. The State establishes the legislation, and approves the 
tax methods for financing what we call the employ er portion of the 
cost of these plans. All of the employees of the respective groups are 
required to participate in those plans. They make contributions. 

Mr. Wier. Are these mutual organizations you are talking about? 

Mr. Ororr. They are employees of the State. 

Mr. Wier. And confined to that? 

Mr. Orvorr. Yes, sir. Or the community, like police and fire funds, 

Mr. Wier. Governmental, then? 

Mr. Orvorr. All gov ernmental, that is right. 

Mr. Wier. The State or municipality “does not participate in 
payments ? 
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Mr. Ortorr. The municipality does make contributions. The State 
does not. 

Mr. Wier. Your job has been to police those funds, is that it? I use 
the word “police” because that seems to be what you mean. 

Mr. Orvorr. I think that is an appropriate term. 

Mr. Wier. Who pays you, the Taxpayers Association ? 

Mr. Ortorr. No. We render our service gratis. 

Mr. Wier. I do not see much connection between that and the sub. 
ject we have under consideration here. 

Mr. Ortorr. Well, nothing directly, except that indirectly you 
might be interested in knowing of a problem that relates to other 
beneficiaries of pension plans that do not conform to the treas 
regulations. The funds of practically all plans in the State of Illinois 
could never qualify under the regulations of the Internal Revenue De- 
partment because the deficiencies, the deficits, of practically every fund 
there are regularly increasing, and inadequate considerations are being 
made, or too much benefit is being provided. 

Mr. Wier. Are not these benefit funds of the State of Illinois super- 
vised by the State insurance department? How do you get into the 
picture ? 

Mr. Orvorr. Ours is advisory only. 

Mr. Wier. Are these welfare funds supervised ? 

Mr. Ortorr. They are filed with the insurance department. I am 
not aware whether they are being supervised. 

Mr. Wrrr. Is that by statute or just voluntarily ? 

Mr. Or.orr. That is by statute. 

Mr. Wier. They are compelled to make their reports? 

Mr. Orvorr. Yes, sir. 

Mr. Wier. How many of these organizations are there ? 

Mr. Orvorr. Better than 200. Over 200,000 employees are covered. 

Mr. Wrer. Are they mutual in character? 

Mr. Ortorr. No, sir. 

Mr. Wier. Are they incorporated ? 

Mr. Orvorr. I do not think that they would be called incorporated. 
They are established by State legislation. 

Mr. Wier. I make this query because Marsh & McLennan in my 
city does not go into this field at all. 

Mr. Orvorr. It is not a function of Marsh & McLennan. We were 
asked to render this service and we are rendering it. 

Mr. Wier. In connection with this legislation before this commit- 
tee, your testimony here is a report to this committee on your expe- 
riences in the field in which you have been engaged in Illionis? 

Mr. Ortorr. That is correct. I would rather that my testimony 
not be considered as being endorsed by Marsh & McLennan. 

Mr. Wier. I was going to ask you that, too. 

Mr. Ortorr. The invitation was rendered to us too recently to re- 
view the views which we intend to present with the interested manage- 
ment in our organization. 

Mrs. Green. Will the gentleman yield? 

Mr. Wier. I am all through. 

Chairman Barpen. Mrs. Green ? 

Mrs. Green. I have a question on this same point. 

You said this was in an advisory capacity that you were serving 
for the Taxpayers Federation of Illinois? 
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Mr. Ortorr. That is correct. tk 

Mrs. Green. Does that Taxpayers Federation have any official rec- 
ognition by the State, or is it a voluntary organization ? 

Mr. Orvorr. It is a voluntary organization. ! 

Mrs. Green. Then in the public employees pension plans commit- 
tee, that is composed only of the members of the Taxpayers Federa- 
tion ? 

Mr. Ortorr. I think I am the only member of the Taxpayers Fed- 
eration on that committee. The rest of the committee consists of tech- 
nicians, a university professor, a member of the civic federation of 
Illinois, another actuary, a vice president of a bank. 

Mrs. Green. Then it is not a committee of the Taxpayers Federa- 
tion, is that correct ? 

Mr. Orvorr. It is a committee established by and operating u.der 
the auspices of the Taxpayers Federation. 

Mrs. Green. Of the members on that committee, are there any pub- 
lice employee members on it? 

Mr. Orvorr. No. 

Mrs. Green. That is all, Mr. Chairman. 

Chairman Barpen. Mr. Orloff, I understand that insofar as that 
activity has anything to do with Marsh & McLennan it is no different 
from what you might be if you were a member of the Rotary Club 
and they put you on a committee, in a civic service that you render 
to them as a result of being invited to do it. 

Mr. Ortorr. That is correct, sir. 

Chairman Barpen. Mr. Wainwright? 

Mr. Warnwreieut. Thank you, Mr. Chairman. 

Mr. Orloff, did I understand from your replies to Mr. Wier that the 
majority of these organizations in which you had experience have 
been pretty exclusively in the field, I think you used the words, “of 
Government” ? 

Mr. Ortorr. With respect to the Taxpayers Federation activity, 
all of my activity has been with respect to Government plans. But 
that is a relevantly small part. 

Mr. Warnwricut. The point I was really getting at, and I do not 
know whether that is what Mrs. Green had in mind, too, is whether 
you have had experience in your field with Marsh & McLennan where 
the companies that you have dealt with have arrived at these benefit 
plans, pension plans, and so on, through the means of collective bar- 

aining, which is generally not true in the field that you described ? 
Mr. Orvorr. I would say that 99 percent of my time has been spent 
on plans of employer-initiated or employer-negotiated pension plans. 

Mr. Warnwnicur. Arrived at through the regular collective-bar- 
gaining process ? 

Mr. Ortorr. A large part of them are arrived at by the collective- 
bargaining process, and some of them are initiated by the employers. 
That is a field I have been in for 25 years. This other is an incidental 
activity. 

Mr. Warnwricut. The language you used was the expense of 
preparation and audit, in your testimony here. 

The Secretary of Labor, I do not believe—at least I have not seen 
them, or maybe he has submitted them to the chairman—has sub- 
mitted the forms he has in mind or that he would suggest using, 
should such legislation be enacted. But I heard him describe what he 
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had in mind here. I talked to him personally about the type of form 
that he would like to see. It seems to me it is not an SEC-type regu- 
lation A or something of that sort that would require someone of 
your caliber to prepare. They are simple forms that would give what 
you call the basic information, but would not, it would seem to me, 
require too large an expense in preparation. I wondered what you 
meant by the term “audit.” 

Mr. Ortorr. What I meant was review. In my submitted state- 
ment it says “audit,” but in my presentation I used the term “review 
by this committee.” What I felt was that unless the report had 
enough material in it, it would disclose nothing. ‘To prepare a type 
of report that would furnish information would be very expensive. 

An offhand guess is that the preparation of a report will cost 10 to 
20 times what it would cost to review the report. If the review ex- 

ense, as indicated by the SEC, will range between $1.5 million and 

3 million, you can see how much money we are talking about from 
the standpoint of preparation. That is money that, if it does not 
accomplish anything, constitutes an economic waste, in my opinion. 

I do not think it will accomplish anything because I think that an 
kind of reporting that is prescribed will enable actions to be so classi- 
fied that they would not be disclosed in a specific reporting form. 

Mr. Watnwricut. The only disclosure-type statutes with which 
I am familiar, and certainly ones which you and people likewise, 
Waterhouse, and so on, have had ever since the 1933 and 1934 acts 
are those for which the larger companies hire highly qualified street 
firms to do what you suggested in your second point. That is to find 
out, rather than circumvent, which is what you mean: to find out to 
what extent they can go in avoiding giving public information which 
would be used by competitors, we will say: in industry, to advantage. 
No matter what kind of regulation we have in society, no matter what 
kind of laws, whether they are criminal laws, people still try to go 
up to the edge of the law. 

I really do not understand fully enough your second point, because 
no matter what kind of a law we have, even if we have the type of 
regulation that you suggested, certainly corporations and pension and 
welfare operators, under their business, or private industry, will try 
to give as little information as possible. They feel if they give too 
much it will aid a competitor. 

I am thinking now of the disclosure of what is in these forms. 

Mr. Ortorr. That is why I suggested in lieu of the reporting method 
that you not give any advance indication of what information you 
would call for, but whenever a plan becomes suspect you would ask 
for whatever information you want at that time. I think that will 
preclude, to some extent, the diversion that would otherwise occur. 

Mr. Warnwricut. Then how do you determine when a plan becomes 
suspect? What is the line that makes a plan suspect as against one 
that is clean, and where is the borderline ? 

Mr. Ortuorr. I felt that the board, and I refer to it as board though 
I do not known what form it would take, the legislative board, would 
act only on the basis of any information that was given to it. It is 
quite unlikely that moneys can be diverted without some people know- 
ing about it. I am not aware that it can happen without somebody 
being aware of it occurring. 
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Mr. Warnwricut. John L. Lewis testified before this committee 
that any kind of interference or any kind of regulation was bad. He 
would have said even that the suggestion you make goes beyond what 
he would like to see. He would like to feel that there is no Govern- 
ment involvement in any way. 

Mr. Lanprum. Who is “he,” Mr. Wainwright ? 

Mr. Warnwreiecnt. John L. Lewis. 

I said Mr. John L. Lewis when he appeared before this committee. 

Mr. Lanprum. Iam sorry. I did not hear you. 

Mr. Wainwarienr. I would like to get your reaction to that, whether 
you feel in this field there is no room for any form of control or reg- 
ulation. 

Mr. Orvorr. I do not think I would have interpreted his observa- 
tions in the same way. I am not aware that this suggestion has here- 
tofore been presented anywhere. It would not be my opinion that he 
would have as much objection, or any objection, to this kind of han- 
dling. 

Mr. Warnwetoeunt. Thank you, Mr. Chairman. 

Chairman Barpen. Mr. Landrum? 

Mr. Lanprum. I have no questions, Mr. Chairman, thank you. 

Chairman Barven. Mr. Nicholson ? 

Mr. Nicnoxson. I have no questions. 

Chairman Barpen. Mrs. Green ¢ 

Mrs. Green. I have no questions, Mr. Chairman. 

Chairman Barpen. Mr. Ayres? 

Mr. Ayres. Mr. Orloff, you make the following statement on page 
2 of your statement: “The following suggestion is being offered as a 
more practical method of achievement : 

“First, provide appropriate penalties for anyone who abuses wel- 
fare or benefit-plan funds.” 

How would you determine what was appropriate in the way of a 
penalty # 

Mr. Ortorr. Well, I do not know. I was interested in the material 
in the Mitchell bill. That might cover the situation, title II of the 
Mitchell bill. 

Am I properly labeling the document ? 

Chairman Barpen. Is that not the bill which has become known as 
the Frelinghuysen bill? 

Mr. Orvorr. I do not know. That may very well be. 

Mr. Ayres. Have you had occasion to follow the hearings in the 
other body regarding the problem of handling union funds and wel- 
fare pensions ¢ 

Mr. Ortorr. I have not read all of the testimony. I have been close 
to some summaries of it. 

Mr. Ayres. Is it your feeling that such an abuse would have been 
called to the attention of Congress through the members of that 
organization had there not been a congressional hearing ? 

Mr. Ortorr. Some of the abuses, in my opinion, have not hereto- 
fore been illegal. I think they have been unethical and undesir- 
able, but I do not think they have been illegal. That was the purpose 
for the recommendation of this Item 1, to make them illegal. 

Mr. THomeson. Will the gentleman yield? 

Mr. Ayres. Yes. 
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Mr. Tompson. If all plans were under trusts, would not the com- 
mon law of trusts apply and would not the penalties be already estab- 
lished in the law ? 

Mr. Orvorr. I am not a lawyer, and I do not think I am qualified to 
answer the question. 

Mr. THompson. W ith respect to your suggestions in 1 and 1.a, con- 
verting funds to one’s own use, if a trustee who has a fiduciary rela- 
tionship with those whose moneys he handles does that, he is in viola- 
tion of the law, and there are penalties already established for it. 
It certainly is illegal. False entry would be the same thing. 

Under c, willfully destroys any record, I am sure it would be a viola- 
tion of existing law. 

Is that right, Mr. House? 

Mr. Orvorr. I think very likely, if all plans were trusts. That sit- 
uation does not exist today. 

Mr. Tuompson. The difficulty being that trusts are extremely diffi- 
cult to arrive at as a result of collective bargaining, in many instances. 
Therefore, since all of these plans do not come under the common law 
of trusts, some of us feel that legislation is necessary to fill that gap. 

Thank you, Mr. Ayres. 

Mr. Ayres. Mr. Orloff, in your vast experience in dealing with these 
hundreds and, say, thousands of organizations, have you ever deemed 
it advisable to suggest that the responsible officer handling the funds 
be placed under a “bond ? 

Mr. Orvorr. That has not been our responsibility. Our function 
is to advise with respect to the specifications of plans, and the actuarial 
methods and assumptions, and the administration, the routine admin- 
istration of plans. We assume no responsibility to investments of 
funds or the control of the assets. 

We receive annual reporting with respect to the assets, and use 
that in establishing the balance sheet of assets and liabilities. So 
that question would not have come up in the course of our activity. 

Mr. Ayres. Is is your considered judgment that employees who 
were suspicious of the manner in which their funds were being han- 
dled would report to an agency who had the authority to penalize 
those who were mishandling the funds? 

Mr. Ortorr. The idea occurred to me because of some statements 
made by Mr. Kennedy in connection with the McClellan committee 
that information was being furnished the McClellan committee by 
members of groups who were aware of some of the things that were 
going on, 

Mr. Ayres. In other words, your suggestion here stems from what 
happened in the other body in that investigation ? 

Mr. Ortorr. Yes, sir. 

Mr. Ayres. Then are we to assume had it not been for that investi- 
gation you would not have conceived the idea of handling it in a 
different manner ? 

Mr. Ortorr. It is highly conceivable. 

Mr. Ayres. Since we have had that investigation, you feel in the 
future that the employees or those contributing to a fund have been 
alerted to the danger ? 

Mr. Orvorr. Heretofore, we have not had any machinery for the 
receipt of such information. This would establish such machinery 
and encourage the receipt of information. 
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As I visualize it, and I have not thought this thing through in its 
entirety, a person could communicate with the board of review with- 
out necessarily disclosing his name. 

Any kind of rumor, or information, could be submitted to the board 
of review. Then on the basis of that information, presumably, they 
could immediately write to the administrator of the plan, and requi- 
sition all entries in relation to that particular transactiton. Then, as 
a result of the review of that particular item, they might decide to 
make an exhaustive examination of the whole program. 

Mr. Ayres. It is my own personal opinion that the average work- 
ingman who pays his hard-earned money into the union treasury, 
whether it is in the form of dues, or whether the money is to go for 
a welfare and pension plan, is just as interested in seeing that his 
dues money is properly handled as he is the money that goes into 
the pension and welfare fund. 

Would you, from your experience, have been able to formulate 
any opinion as to whether or not appropriate penalties should be 
assessed against those handling the workman’s money that goes into 
the union treasury in the form of dues! 

We have seen in the McClellan committee hearings that it was not 
only pension and welfare funds that were used to buy race horses, 
but it was money right out of the union treasury. 

Mr. Orvorr. I think that is a field that I would prefer not to com- 
ment on. Of course the answer would naturally be that there ought 
not to be any diversion from any kind of moneys, whether it is dues 
or welfare funds. But I am not sufficiently conversant with that. 

Mr. Ayres. You have not been in that phase of it? 

Mr. Ortorr. No, sir. 

Mr. Ayres. Thank you, Mr. Chairman. 

Chairman Barpen. Mr. Thompson ? 

Mr. Tuompson. I have no questions, Mr. Chairman. 

Chairman Barpen. Mr. Griffin ? 

Mr. Grirrin. I would like to comment that I think you have made 
some very constructive suggestions, in my mind. 

The one question that I would like to pose is this: Without registra- 
tion, do we have any way at our disposal of knowing the scope, the 
number, and the types of plans that are in existence in the country # 
That is one thing that Secretary Mitchell was in doubt about. He 
thought whether or not we should be on indefinitely requiring regis- 
tration and filing is a question that could be reviewed in a couple of 
years, but he would like to start out with an overall registration pro- 
gram to see what we have and what we have to deal with. 

Mr. Orvorr. I would like to paraphrase Mr. Lewis’ statement or 
support his position that the material is available in the Treasury De- 
partment, and in the other departments of the Government got to- 
gether, and you already have the information. All of these plans 
that give the employers tax deductions are registered with the Treas- 
ury Department. 

Mr. Grirrin. One particular point that you make that I think is 
very valid, and Mr. Thompson made the observation that he thought 
this was already required but I am not sure that it is, is requiring 
them to keep records for a prescribed length of time, and, maybe, in- 
dicating the kind of records that should be kept, I think that is a very 
good thing that we might incorporate in this. 
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Mr. Orvorr. Illinois has just passed such a law this year. I am not 
aware to what extent that is a universal practice in the States. 

Mr. Grirrin. When you say legislative board, what do you mean 
by that? 

Mr. Orvorr. I do not know. 

Mr. Grirrin. You do not mean a legislative committee of Members 
of Congress. You mean some commission that we would set up? 

Mr. Orvorr. I think very likely that would be it. The commission 
would be set up with authority, with responsibility, to receive and 
review any information that is given, and initiate punitive action. 

Mr. Grirrtn. I think the idea “the it this Commission would then be 
able to go into all types of information, not just have available the 
information that might be prescribed under the form, is very good, 

The next question that I think you would come to ask is this: Is 
this properly a Federal function or a State function ? 

I think the Secretary’s idea is that we would have these registra- 
tions, and then the hope that the States would probably initiate some- 
thing along the line that you are suggesting. 

Mr. Ortorr. With respect to this type of legislation, I think it is 
immaterial whether it would be Federal or State. I do not see that 
there is any particular advantage or disadvantage. The filing would 
be done in one place. There would not be multiple filings, which is 
one of the objections to State legislation, with respect to registration, 
reporting, and disclosure. 

Mr. Grirrin. Thank you very much. 

Mr. Wier. Would that not bring about the picture about which Mr. 
Lewis spoke? He cited the State of New York, which has now gone 
into this field of legislation. The problem arises over conflict of law, 
or preempting, or whatever you want to call it. He cites now how 
many agencies in New York, and around the country, one union might 
have to supply with these reports. As unions are set up, some of them 
are on a national basis, like Ford or General Motors. They do busi- 
ness with the 48 States and Detroit. 

Mr. Ortorr. That is one of the principal criticisms of a reporting 
method by States, which has been cited. Under this method, however, 
whatever commission was established, whether it was State or Federal, 
that received the complaint, that group would deal with that particu- 
lar complaint, and you would not have to deal with it in a multitude 
of places. 

Mr. Wier. I do not think that you would subscribe to the theory 
that New York might waive its jurisdiction over these welfare plans, 
even if the Federal Government drew up a plan. That necessarily 
means that it spreads, that you have to hire a thousand bookkeepers 
for filing these reports and accumulating the material. 

You have to make a decision on whether this is Federal or whether 
this is State. 

For the unions, I would say, certainly, for them you are making 
an unnecessary picture by compulsion of State and Federal jurisdic- 
tion. 

Mr. Orworr. I do not think I have any firm opinions as to whether 
it ought to be Federal or State. You may recognize that I am not in 
sympathy with any reporting method, because I feel that it would not 
disclose the kind of information that you are seeking. 


am not 


u mean 


embers 
up? 
nission 
ve and 
tion, 
hen be 
ble the 
’ good, 
his: Js 


gistra- 
: some- 


ik it is 
e that 
would 
hich is 
ration, 


th Mr. 
y gone 
f law, 
v how 
might 
' them 
. busi- 


orting 
vever, 
deral, 
rticu- 
titude 


heory 
plans, 
sarily 
epers 


ether 


iking 
isdic- 


ether 
ot in 
d not 


WELFARE AND PENSION FUND LEGISLATION 363 


Mr. Wier. I do not presume there would be over half a dozen 
States out of the 48 that would have the same law. Therefore, you 
have to have a corps of lawyers to revise your report if you deal with 
the big so-called industrial unions, like steel, coal, the auto industry, 
and the packinghouse industry. There are packinghouses all over the 
United States. Swift usually sets the pattern. 

Mr. Nicuorson. If the Government, either State or Federal, have 
to contribute no money into it, why should we bother about the reports 
that are made by the people that have the money in there? 

I would see, if the Government chips in, the town, city, or something 
else, has one of these funds, that we would be responsible for it, 
because all the people are responsible for it. But in a union case, 
it is a matter between the union and their employer. 

Where does the Federal Government come in policing? Why 
should the Federal Government police an agreement that you and I 
have ¢ 

Mr: Orvorr. Well, that is a matter of opinion. In the preamble to 
one of the bills, the statement is made that the Government does con- 
tribute, in that they give the employer a tax deduction with respect 
to those moneys. T hey deny themselves the revenue they would 
otherwise get from the earnings of the organization, to that extent. 

I am not impressed with the argument, because if the Government 

needs a certain amount of money ‘and they do not get it in one place 
they will have to get it from someplace else, from the same taxpayers. 

Chairman Barpen. Mr. Elliott? 

Mr. Exxiorr. I did not get to hear your testimony as you read it, 
Mr. Orloff. In glancing over it hurriedly, I notice on page 2 that you 
indicate that there should be provided appropriate penalties for any- 
one who abuses welfare or benefit plan funds. You break that down 
to (a), by converting such funds to his own use or the use of another. 
That is in the law already, is it not? Is that not just a statement of 
what is in the law? You are describing embezzlement there, for 
which there are adequate statutes, are you not ? 

Mr. Orvorr. I think not, sir. I do not think that deals solely with 
embezzlement. For instance, if a plan is insured, and the insurance 
company pays a high commission, that is not illegal, necessarily, and 
yet 1t does convert employ ee funds for the use of a person or another 
person. But it is not illegal. 

Mr. Tuompson. It is a fact, is it not, that the various States have, by 
statute in many cases, or by regulation i in their insurance and banking 
departments, set commissions which must be paid to insurance agents? 

Mr. Orvorr. I am not familiar with the machinery. I think that 
the insurance company files a schedule which they intend to pay, and 
the insurance commissioner records that as the commission scale. 

Mr. Wrirr. When you say embezzlement, Mr. Elliott, of recent date, 
when the heat was on, it has been revealed that in many cases the one 
accused comes forth with an I O U, where he has been allowed to make 
a little personal loan from the fund. It is not embezzlement, but it is 
a loan that he made. 

Mr. Orvorr. And it is not illegal under the present legislation. 

Mr. Exxiotr. Mr. Orloff, do you support the present legislation, or 
some reasonable modification of it? 

Mr. Ortorr. What is the present legislation, sir ? 


94914—58——24 
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Mr. Ex.iorr. The legislation that is before the committee requiring 
registration and disclosure? 
r. Ortorr. My answer is “No”; I do not support that. 

Mr. Extiorr. You do not oe that ? 

Mr. Ortorr. No, sir. 

Mr. Exxiorr. That is commonly known here as the Frelinghuysen 
bill, and the Thomson bill, also. As I understand, you do not. 

Mr. Ortorr. It is my opinion that it will not accomplish the objec- 
tives desired. 

Mr. Exuiorr. That is all, Mr. Chairman. 

Chairman Barpen. Mr. Orloff, I am interested in your appr’ ach to 
this matter, and I am interested very much in the approach made by 
both the Frelinghuysen bill and, in somewhat different words but in 
effect the same approach, by the Thompson bill. It seems that the 
philosophy of these two bills is to give the power to the Secretary, 
wish him godspeed, and everything will be all right. 

I happen to be one that has, for over 20 years, watched Government 
and the rights of people funneled into the city of Washington. I 
think possibly a part of it is based upon the very erroneous idea that 

robably all the brains worth ee are within the District of 
See and, more specifically, in the departments of Government. 
I think that is a most violent presumption. 

Mr. Tompson. Mr. Chairman, I think that at least with respect to 
my bill, your reference sort of oversimplifies it. I had no intention 
of wishing the Secretary of Labor godspeed. There have been times 
when I wished him God something else. The idea is that there are 
some of these plans for the type union which Mr. Wier referred to 
earlier, for the huge industrial unions and those operating in the sev- 
eral States, which need a uniformity because of the interstate nature 
of them. It was for that reason that we felt that some disclosure leg- 
islation on a bilateral basis would be necessary. 

Chairman Barpen. I am astounded at your using interstate nature 
in this bill, and using those things affecting commerce. You might 
just as well abolish the term of “interstate.” 

You talk about power. I think this is the first time in my life I 
have ever seen the term applied here. It says 
in obedience to the subpena of the Secretary, he shall be guilty of a misdemeanor 
and upon conviction shall be subject to a fine of not more than $1,000 or to 
imprisonment to a term of not more than 1 year. 

How far are we going to give the power of the Secretary to issue 
subpenas and a $1,000 fine, a year imprisonment, for violating the Sec- 
retary of Labor’s ‘subpena ? That is the first time in my life in this 
Congress, and I did not come here yesterday, that I have ever seen 
that. When it comes to writing all of the rules and regulations, there 
is more language devoted to that in this bill than anything else I have 
found. I think you could accomplish the objective i in either one of 
these bills by just passing a joint resolution and telling the Secretary 
that he can do anything he wants to and anybody that disobeys him he 
can put in jail. It is that simple. 

I think this, that the greatest problem we have here is the fact that 
under the doctrine of preemption by the Supreme Court, you com- 
pletely cut the State insurance commissioners out of the field. 
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Have you not so found that in your experience, Mr. Orloff? What 
is it that the State commissioner now does with welfare funds? 

Mr. Orvorr. I don’t think I can answer the question, sir. 

Mr. TuHompson. Does North Carolina, for instance, have a law with 
respect to the administration of these funds ? 

hairman Barpen. No, sir. And when the insurance commissioner 
asked me if I was sure that they had the open field to pass a law, I 
said, “To the contrary, I am definitely of the opinion that you do not 
have, because the Supreme Court would not take 5 minutes to junk it.” 

I have not seen them at all modest about how far they go with ref- 
erence to saying what the States shall not do. Yet I find no provision 
in either bill here, whereby the insurance commissioner of North Car- 
olina can have anything to do with the fee system. 

He does with other insurance, is that not true, Mr. Orloff ? 

Mr. Orvorr. Yes, sir. 

Chairman Barpen. I do not find anything in here, in either one of 
these bills, dealing with the most pressing problem, in my opinion, 
that we have. At least we should give them a green light and say, 
“Now, if this is a bad situation, an apparently it is, then help us a 
little bit with it.” 

After looking at all of this power in the Secretary, there is a pro- 
vision in here whereby, if you do not do what the Secretary says, it is 
a $5,000 penalty. 

I almost went blind when I saw some of the terms: 


Any person who wilfully violates or fails to comply with any provision of this 
act, or the rules and regulations thereunder— 


written by whom, the Secretary of Labor— 


shall be fined not more than $5,000 or imprisonment of not more than 1 year, 
or both. 


What are we trying to make of the Secretary of Labor? 

Frankly, I am disturbed at the reasoning that promotes this kind 
of thinking. 

I appreciate the gentleman’s suggestion. 

Mr. Orloff, I think your idea is an attempt to simplify this and 
minimize the cost to where those paying for the welfare funds will 
get more welfare funds and less expense in Government handling and 
so forth, which I think is most commendable. But I do not think 
I can go quite as far as the gentleman when he says that the Secretary 
shall prescribe these rules and regulations. 

Mr. Orvorr. Sir, I did not make that statement, that the Secretary 
shall prescribe the rules. I took the position that a commission should 
be established. I did not say under whose jurisdiction the commission 
shall function. 

Chairman Barpen. That is what you referred to as the board? 

Mr. Ortorr. Yes, sir. 

Chairman Barven. I see. 

Mr. Orvorr. I did not designate where the board may be lodged, 
or under whose jurisdiction. 

Chairman Barven, I feel this, and I am hopeful that we get views 
from gentlemen in positions similar to yours, that you could at least 
provide us with some kind of a guide and chart as to exactly what we 
want to ask for from these companies, I think such a thing is pos- 
sible. To leave it wide open for the Secretary to write any rule or 
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regulation, as whim may direct, does not seem proper to me, because 
Secretaries are human, as you and I are, and there are even some 
prejudices, at times. It could be that, in some instances, they just may 
not care to have as strict compliance as in others. As cheap as print- 
ers’ ink and paper happens to be, and if it was not cheap this Govern- 
ment would have been a broke a long time ago, it seems to me we could 
be a little more specific and say that this shall be filed, that shall be 
filed, and the other thing shall be filed. 

I think the more Government the representatives of the people 
retain for themselves, the longer people will have rights. I do not 
see anything wrong with that kind of thinking. 

Do you not think we could get what you might call a framework 
of questions that would bring forth the information we desire without 
turning anyone loose, unbridled ? 

Mr. Orvorr. Mr. Chairman, I wrestled with the same problem, and 
I am satisfied that you cannot get a form that will disclose the infor- 
mation which you want. That is why I went to this alternative 
method of giving the commission, without designating under whose 
jurisdiction it shall function, authority to inquire into any aspect of 
the operation of a plan resulting from any communication which it 
receives. 

Chairman Barpen. Let us see if we can have you clear me up a 
little bit. Do you agree with me that we should remove the fog now 
existing around this so-called doctrine of preemption in this field to 
where the States could normally function in the field of insurance and 
welfare funds as they function in any other field of insurance? 

_ Mr. Orvorr. I would prefer not to take a position on that question, 
sir. 

Chairman Barpen. May I follow that question by asking you this 
question: Do you expect all of the policing of this to remain in the 
Federal Government ¢ 

Mr. Orvorr. Under the suggestion which I am making, it is im- 
material whether the commission be a Federal commission, a federally 
established commission, or whether each State establishes a commis- 
sion. It is immaterial because the commission will deal only with 
those complaints that are filed with it, and the same complaint would 
not be filed in a number of places. It would not be necessary. 

Chairman Barpen. In other words, you believe that somewhere 
along the line we should begin to say to a Government agency that 
is in possession of certain information that that Government agency 
shall make it available to other governmental agencies, both State 
and Federal, instead of calling upon the taxpayer or the welfare fund 
to take from its till and pay all of that expense of handling this. 

Mr. Orvorr. That is correct, sir. 

Chairman Barpen. I believe I am interested in that, 

Mr. Wier, does that not make sense to you ? 

Mr. Wier. I am led to believe that regardless of the Government 
there are these disturbing questions of management of union welfare 
funds which pop out in your State, my State or the other States, 
which I think they will move the legislatures to correct them, as is 
being done. I am surprised that while we have only 3 States that 
enacted the legislation we had 8 that went into the field. 

Chairman Barpen. What I had in mind, Mr. Wier, was this item 
of some type of cooperative arrangement specified whereby, for in- 
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stance, any report that the Labor Department has would be made 
available to the Revenue Department, if the Revenue Department 
wanted a report of that kind, instead of the man having to build 
another one and having to send it in. 

Mr. Wier. What you lose sight of, Mr. Chairman, is the fact that 
the Federal Government is now in this picture and has been since 
1947 by that provision of the Taft-Hartley Act which, I assume, 
will remain in the Taft-Hartley Act, pertaining to this reporting 
authority. There will still be the problem between the States and 
the Federal Government. 

I do not think the Taft-Hartley Act sets up a penalty. It only 
provides that you make the financial reports. Then it sets up the 
rules over welfare funds that come into being. But it does not, in 
any way, sense, or manner do what is being attempted here in the 
Congress, to go as far as insurance laws go. You are going to have 
conflict. 

Chairman Barpen. Well, of course, we are not going to be able to 
pass a law that will stop all stealing or mishandling of funds. We 
never have been able to do it, even with banks, and I think they are 
about as closely guarded as anything you can point out in this country. 
Yet the bankers’ associations have about as big a representation in 
the Atlanta Penitentiary as any group I know. It is not in excess, 
but I think it is a normal percentage. 

I think we are attempting to approach this with the idea in mind 
that we are going to bring about perfection, but I do not expect that. 

Mr. Wier. If I can be so bold as to say, in 1947 the Congress took 
those steps, steps that you rather object to now, in the Taft-Hartley 
Act, for supervision of the union funds. That is, supervision to the 
extent that a report shall be made by the recording secretary of the 
union and filed, not only by the treasury of that union. The provision 
on welfare funds came into the act, too. 

Chairman Barpen. Well, of course, there is not a single word in 
the law that prohibits making them public. You and I both know 
where the opposition came from that caused them not to be public. 
Then when somebody was caught with a whole pile of reports that 
should have been published, they began to scramble for some excuse 
not to make them public. Maybe that would have helped some and 
maybe not, but at the same time I repeat my misgivings about too 
much law being the remedy. 

Mr. Wier. Again, there is a weakness in the law at this stage, be- 
cause under the Taft-Hartley provisions of welfare funds and union 
treasuries, it only applies to those unions engaged in interstate and 
foreign commerce, as they call it. It would not apply to intrastate 
unions over which the National Labor Relations Board and the Sec- 
retary of Labor are not assuming any authority. 

Chairman Barven. My prediction is this, and I think there is some 
basis for it, that unions and their funds, including the PAC, are go- 
ing to continue to do about what they please with the funds they get. 
It does not make any difference how much law you give the Secretary 
of Labor. They are going to continue to handle them. 

Of course they have helped the economy in my section once or 
twice. They have never harmed me very much. 

Mr. House, have you any questions ? 
Mr. Hovss. I would like to ask a number of questions. 
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Mr. Orloff, your firm handles, among others, welfare and pension 
funds which operate in the State of New York in part or in whole, 
is that right ? 

Mr. Ortorr. That is correct. 

Mr. House. On behalf of those funds, you do file the reports that 
are required by the State of New York? 

Mr. Orvorr. If you are talking about welfare funds, Mr. Blom. 
quist is manager of our welfare department. I would prefer to have 
him answer. 

Mr. Biomauist. Yes, we do file reports to the State of New York 
as required by that law. 

Mr. House. I think you have given me here the report filed by the 
boilermakers national health and welfare fund of Chicago, II1., in the 
State of New York, a fund with assets of about $1.5 million, this being 
substantially the amount of annual cash contributions ? 

Mr. Buomauist. That is correct. 

Mr. Hovse. I would like to make that report which you furnished 
me a part of the record. 

(The document referred to follows :) 


STATE OF NEw YORK INSURANCE DEPARTMENT 


Annual report filed with the Superintendent of Insurance for the calendar year 
1956 or the fiscal year ended September 30, 1956, Boilermakers National Health 
and Welfare Fund, 231 South La Salle Street, Chicago 4, Ill., pursuant to 
Article IIIA of the New York insurance law 


March & McLennan, Inc., Administrator; March & McLennan, Inc., board of 
trustees, Boilermakers National Health and Welfare Fund, fiscal officer. (See 
Note 1.) 


Notre: The data contained herein is for the purpose of providing general in- 
formation as to the condition and affairs of the fund. The presentation is neces- 
sarily abbreviated. For a more comprehensive treatment, refer to the annual 
statement, copies of which may be inspected at the office of the fund, or at the new 
York State Insurance Department, Welfare Fund Bureau, 61 Broadway, New 
York 6, N. Y. 

INSTRUCTIONS 


(1) All data in the annual report is to be copied or compiled from the annual 
statement. 

(2) The annual report is required to be filed, in duplicate, not later than March 
1, 1957. Address replies to New York State Insurance Department, Welfare 
Fund Bureau, 61 Broadway, New York 6, N. Y. 
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ANNUAL REPORT OF THE BOILERMAKERS NATIONAL HEALTH AND WELFARE FUND 


Condensed statement of assets, liabilities, and unassigned funds 
Assets: 
Invested assets 
507, 303. 48 
Contributions from employers and employee-members due and 
unpaid, including $ none more than 2 months past due 
Other assets purchased interest 


Liabilities and unassigned funds: 
Reserves for benefits not insured None 
Other liabilities? 1, 206, 983. 97 


187, 765. 98 
1, 394, 749. 95 


See note 1. *See note 3. *See note 4. 


Summary of operations 


. Contributions from employers $1, 543, 630. 64 

. Contributions from employee-members None 

Interest, dividends, and real estate net income 9, 983. 35 

. Profit on disposal of investments None 

. Increase by adjustment in asset values of investments None 
. Dividends and experience rating refunds from insurance com- 

panies in connection with member benefits 120, 313. 00 

Other income: 

None 

None 

None 


1, 673, 926. 99 


. Premiums and annuity considerations to insurance companies 
for member benefits 

. Benefits directly provided to members 

. General expenses *102, 196. 17 

ee De a es RR None 

. Decrease by adjustment in asset values of investments None 

Other: 

None 
None 
None 


Total (lines 11-18 inclusive) 


. Net increase or decrease before reserves (line 10 less line 19) ~ 636, 529. 63 
. Increase or decrease in reserves for benefits not insured None 


Net increase or decrease after reserves (line 20 plus , ; 
or minus line 21) 636, 529. 63 


Unassigned funds account: 
. Unassigned funds at beginning of year None 
. Net increase or decrease from item 22 above 636, 529. 63 
Other charges or credits to unassigned funds (itemize) : 
None 
448, 763. 65 
None 


Unassigned funds at end of year (see note 4) 187, 765. 98 


1 Administrative expenses $53, 457. = 
Legal expenses 16, O12. 3 
Trustees expenses.___---_-----~---------------------.----------------=- 26, 833. 40 
Other expenses____----.---------------------------------------------- 8, 094. 32 


102, 196. 17 
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Experience under insurance contracts (based on information obtained from 
insurance companies ) 











Percent of col. 2 
Policy year Premiums | Divi- | | 
| ending and annuity | dends | Claims Total 
Type of coverage considera- and ex- in- Com- | Allow- | (cols. 3-6 
tions perience | curred |mission| ances inclu- 
| rating | Sive) 
refunds | | | 
| | 
(1) (2) (3) | @ | ©) (6) | (7) 
See soil 
A Ro xine i aiirlase bsoqnm nid oso ennmanedealghnant sical tothe Dial otis sebeonkalel 
2. Accidental death and dis- 
is or on (nae en bats oe 7 iS hand cote acl 
3. Cash disability..........- ES caeasiallate sonnel luce inedba dalla 
4. Major medical............}....-- il Ne ad a : eee 
(0 eee Jan. “31, 1956 '| $47, 429 14 | 90 | 104 
6. Gurgioal ...s...<=.-<-.-.. dhe wecdl tbe as oe 251, 214 24 | 72 | 1 9%6 
I ann diwwnccens eae ee Daa 576, 170 | 9 89 99 
ea eae re es Dall el ee a  cubealsaeadwen 
a ie areas seit aes ittits ninardniveste we ey a ee 
Bb ehedetidadekhibubwesadsond S aetdedicieed ee eee sbba bates chanel sliniecs 


I ea ad eeanaibeoon saeenneendiernerene caine emaiebied 






1 The figures shown here for the policy year ending Jan. 31, 1956, are inclusive from the inception date of 
the policy which was Aug. 1, 1954. 

2 The polio coverage was added on Feb. 1, 1956. There has been, therefore, no completed policy year at 
the time of this reporting and we can supply no figures until the next renewal date. 
Note.—The foregoing exhibit is on a policy-year basis and normally will not agree with amounts on p. 4 


NoTes TO ANNUAL STATEMENT AND REPORT 


Note 1. All books of account for the Boilermakers National Health and Welfare Fund 
-— maintained by the administrator, Marsh & McLennan, Inc. These books consist of the 
ollowing: 

1. General ledger 

2. General journal. 

3. Cash receipts. 

4. Cash disbursements. 

All contributions are received by the administrator and deposited in the Continental 
Illinois National Bank & Trust Co., of Chicago, Ul. The administrator can only deposit 
the contributions, it cannot withdraw any funds. The only authorized check signers on 
the fund are the chairman, the vice chairman. the secretary, and the assistant secretary, 
of the board of trustees of the Boilermakers National Health and Welfare Fund. It is 
required further that one signature on all checks, contracts, and/or documents be that of 
an employer representative and the other be that of a union representative. 

Note 2. All records are kept on a cash basis, Therefore no accruals are set up for 
employer contributions. It will be noted that our auditors, Price, Waterhouse & Co., set 
up as note 1 to the financial statement in the audit report (copy enclosed) that approxi- 
mately $175,000 was received after September 30, 1956, for hours worked in the month of 
September, 1956. 

in addition, the auditors showed in note 1 to the financial] statement that there was an 
estimated premium rate return of $120,000 outstanding at September 30, 1956. The actual 
computation of this premium rate return will not be made until the end of the related policy 
year which is February 1, 1957. 

Note 3. Of the cash in the bank on September 30, 1956, approximately $290,000 was 
earmarked for insurance premiums due November 1, 1956, for all eligible employees whose 
eligibility is based on the hours they worked in the months of July, August. and September, 
1956. In addition, there was $19,000 earmarked for administrative and legal fees incurred 
in the 3 months of July, August, and September, 1956. 

The trust agreement provides for the creation of such reserves as the trustees deem 
necessary to Maintain policies or contracts of insurance for benefits provided by the trust 
and to meet the operating and other expenses of the fund. The amount of such reserves 
provided at September 30, 1956, is $897,983.97, which is represented by the investment 
in United States Government securities and the income earned thereon. 

Note 4. Receipts during the fiscal year exceeded expenditures by $187.765.98. This 
money was put into broadening of the fund by the reduction of the eligibility rules and 
increase in the benefits. The reduced eligibility rules became effective October 1, 1956. 
The increased benefits became effective February 1, 1957. 

The eligibility requirements were reduced from 275 hours a avarter and 1,100 hours a 
year, to 250 hours a quarter and 1,000 hoursa year. The benefits were expanded to include 
70 days of hospitalization per claim rather than 31 days per claim; the dollar amount of 
dependent benefits was raised to the same level as employee benefits ; and provision was 
made for unusual maternity. 

Note 5. The fund maintains three accounts with the Continental Illinois National 
Bask & Trust Co. 

Checking account.—All accepted employer contributions and premium rate returns 
at any) are deposited to this account. It is subject to withdrawal by check as outlined in 
note 1 above. All expenditures are made from this account for the operation of the fund. 

B. Custodian account.—All interest payments on the Government securities owned by 
the fund are collected by the bank and deposited in this fund. The trustees from time 
to time reinvest this money in additional Government securities. This account is subject 
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to withdrawal by letter only when signed by the chairman of the board of trustees and 
by the secretary of the board of trustees, one of whom must represent management and 
the other of whom must represent the union. 

C. Special account.—If contributions are received in the fund office from omphegure 
who are not signatory to some form of agreement to contribute to the fund, said con- 
tributions are deposited in this special account until said company does become signatory 
to some form of agreement to contribute to the fund or until 60 days has passed. If the 
company has not signed some form of agreement within 60 days, the contributions are 
returned to said company, by transferring said contribution to the regular account and 
drawing the refund check on the regular account. 

This account is subject only to transfer to the regular account, such transfer being 
ordered by letter signed by the chairman of the board of trustees or the vice chairman, 
and the secretary of the board of trustees or the assistant secretary; one of whom must 
represent management and the other of whom must represent the union. 

The balance of this account at September 30, 1956, was $3,493.51 or 0.2 percent of con- 
tributions. This amount is not carried in the books of the fund as it is not properly .a 
part = —_ fund until such employers become signatory to some form of agreement to 
contribute. 

Note 6. Interest received during year $12, 750. 00 

Less purchased interest 2, 766. 65 


Interest income (line 3, exhibit 1) 9, 983. 35 

Note 7. The boilermakers national health and welfare fund has reciprocal arrangement 

with three local funds which provide for the payment of contributions to their fund in the 

event that any employee subject to contributions to their fund is taken into an area under 

the jurisdiction of the local fund by his employer. Copies of these agreements are attached. 

None of these three local funds is associated or affiliated with the boilermakers national 
health and welfare fund. 


Benefits directly provided to members—Current year 


Type of benefit 





, Unemployment 
. Vacation 


Pension or retirement. -.___- 
Total (per line 12, p. 4) 


, 


trustees of the fund, being duly sworn, each for himself deposes and says that 

this annual report is true to the best of his information, knowledge and belief. 
Subscribed and sworn to before me 

this > 
Nore.—If the trustees are composed of both employer and employee (or labor 

organization) representatives, the above affidavit must be signed by one from 

each group. 


ANNUAL STATEMENT OF THE BOILERMAKERS NATIONAL HEALTH AND WELFARE FUND 
CHIcAGO 4, ILLINOIS TO THE SUPERINTENDENT OF INSURANCE OF THE STATE OF NEW 


YoRK FOR THE CALENDAR YEAR 1956 oR THE FiscaL YEAR ENDED SEPTEMBER 30, 
1956 


Annual Statement for the Calendar Year 1956 or the Fiscal Year Ended Septem- 
ber 30, 1956 of the Condition and Affairs of the Boilermakers National Health 
and Welfare Fund 231 South La Salle Street Chicago 4, Ill., Made to the Super- 
_— of Insurance of the State of New York Pursuant to the Laws There- 
0 


Telephone No. Financial 6—1400 
Year established 1954 
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OFFICERS 


Administrator: Marsh and McLennon Inc.’ 
Fiscal officer: Board of Trustees of Boilermakers National Health and Welfare 
Fund. 
Other occupation and union or business affiliation: Insurance consultant and 
vroker of record. 


- 


o 


“ID OUP gov 


Assets 


Real estate, less $ (none) encumbrances and less $ (none) 
reserve for depreciation (schedule A) 
Mortgage loans on real estate (schedule B) 


. Bonds (schedule C) 


Stock (schedule D) 

Cash in office 

Cash in banks (schedule E) 

Contributions from employers due and unpaid including $ 
(none) more than 2 months past due 


. Contributions from employee-members due and unpaid in- 


cluding $ (none) more than 2 months past due 


. Premiums or annuity considerations paid in advance to in- 


surance companies for member benefits_.._..-_...--_-.----- 


. Dividends or experience-rating refunds for completed policy 


11. 


12. 


13. 


15. 


years due from insurance companies___...-.-..-__--------- 
Interest due and accrued 

Other assets (list each separately) : 
III 7" DUNN tala da sida nen res ten ee raves on ine becaiaaeeaeass 


None 

None 

$887, 390. 63 
None 

None 

507, 308. 48 


See note 2 
None 
None 


See note 2 
note 2 


1, 394, 749. 95 


1 Marsh & McLennan, Inc., does not have the overall management even under the direc- 
tion of the trustees, but its title under its contract of employment for recordkeeping 
services is “administrator”. 
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Liabilities and unassigned funds 


. Reserve for outstanding benefit claims not covered by an in- 
surance company (excluding pension or retirement benefits) : 


1.2 Health 
1.8 Unemployment 
1.4 Vacation 


. Reserve for future benefits not covered by an insurance com- 
pany (excluding pension or retirement benefits) : 
2.1 Death 


2.3 Unemployment 
2.4 Vacation 
2.5 


. Reserve for pension or retirement benefits not covered by 
an insurance 

. Contributions from employers received in advance of 
due date 

. Contributions from employee-members received in advance 
 QQUNGID <= 5:5 << cska soccer setinianap gion uteeeeionsansaenta Seite dean aaiedpaenebamiats 
Premiums and annuity considerations due to insurance com- 
panies for member benefits 

. General expenses due or accrued (see note 3) 

Other liabilities or special funds: 
. Reserves (see note 3) 


Total liabilities 
. Unassigned funds (see note 4) 


Total__ aed ‘ clad oi _. $1, 394, 749. 95 
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Summary of operations 

















1, Contributions FPG Gm NlO VOPR. cere qeecicnnnwnwcenee $1, 548, 630. 64 
2. Contributions from employee-members___.___-.___---____- None 
8. Interest, dividends, and real estate net income (per ex- 

Dold spencer cele taaemsaisdendibehieeanies data iiaebdaaieeeasiopeoneiianets 9, 983. 35 
4. Profit on disposal of investments (per exhibit 2) -.-------__ None 
5. Increase by adjustment in asset values of investments (per 

I Bibi catia daphne hehe tp Ataiislem-cnion iarcadooaree None 
6. Dividends and experience rating refunds from insurance 

companies in connection with member benefits___...._- 120, 313. 00 


Other income: 
sc arecninpncmineenialiniansteadiiaienantnadaiadl None 
ne URRMicsa a S shd aelnimiieenalemencsmmminanaianiins None 
ieee aie Se es aiumeiiinieatnbidnaeinieaannniaantaie None 


CoN 




























Rdaidaeseee aiid ta ecm as nich ieanncanneina piocnpnnnaninomatiensasatniinsin 1, 673, 926. 99 


———S_—_ 





11. Premiums and annuity considerations to insurance com- 





meets aw Ree OTIC aon ere renee 935, 201. 19 

12. Benefits directly provided to members (per exhibit 5)_----- None 

13. General expenses (per exhibit 6)-..-._-------_---_---_--- * 102, 196.17 

1 General expenses as follows: 

EN ER ee $53, 457. 25 

ae ae ae aren aie gine danaen anepaem ann egneme panera 18, 811. 20 

IN UO casa Cah A, cS palin ck lah ae a ce idee ch lasechemtbcicatanaceb een 26, 833. 40 

i eee ssnenseitilioscesteipie cite analy iii 3, 094. 32 

SUN a iistastes dh ce eee cere ON oes ate eearenaetanpei petaiapaisie igus diniipeteniiiiaetaet 102, 196, 17 

14. Loss on disposal of investments (per exhibit 2)-..__--_.____- None 
15. Decrease by adjustment in asset values of investments (per 

a None 

Other: 
I cine nth ale None 
I aN sid cancels eciinsiparhineaiccernnnl diectihanespiisiia beanie None 


a ein eelicsicineneicincios None 





RE CUO Ba, SCR GOD ecnctistticersenieitiwenmnecan 1, 037, 397. 36 
eens 

20. Net increase or decrease before reserves (line 10, less line 
alee ihe i cece nein cbt eh etiaiaian ini 636, 529. 63 

21. Increase or decrease in reserves (difference between reserves 

at lines 1, 2 and 3 of p. 3 and same reserves at end of 
previous year) 





. Net increase or decrease after reserves (line 20 plus or 
I abr eeeseanaN 


Unassigned funds account 






. Unassigned funds at beginning of year____-_______________ 

24. Net increase or decrease from item 22 above________-______- $636, 529. 63 
Other charges or credits to unassigned funds (itemize) : 

25. Assigned to budgeted reserves_._._.___-__-__-___--__-_____- (448, 763. 65) 

ah cae eng ddlanainaiiadiciomeisemsnenunamcbnnapin None 

anc arid atc cinta cnn, tbat its None 


acdsiticain 187, 765, 98 


ot) 


D 
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EXHIBITS, SCHEDULES, AND INTERROGATORIES 


ExHistt 1.—Interest, dividends and real estate net income 


Received during year: 
1. Real estate net income per schedule A 
2. Interest on mortgage loans per schedule B 
3. Interest on bonds per schedule C 
4. Dividends on stocks per schedule D 
5. Interest on cash in banks per schedule EB 
Other investment (itemize) : 


12, 
13. Deduce interest due and accrued end of previous year N 
14, 9, 983. 35 


1 See note 2. 


Total per line 3, p. 4 


Exnisit 2.—Profits and losses on disposal of investments 


(a) From whom pur- 


Description (list each 
security or other in- | 


chased and date (6) 
to whom sold (or 


Actual cost 


Book value 
at date of 


- 
| 


Considera- 
tion 


Profit or 
loss (prefix 
minus signs 


disposal 
| 


vestment) | disposed) and date to losses) 


(3) 


(1) 


None ‘ cine ; ¢ i 4 
None.. | | 
None... 
None... 
None...- 
None... -- 
None... 
None 
None.....-- 
None.._- 
None... 
None.._. 
None.... 
None... 
None...- 
None.. 
None 

(6) None_. 


None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
None 
None 


é (b) 
| (a) 








None 
None 


Total profits per line 4, p. 4 
Total losses per line 14, p. 4 





State or New YorK INSURANCE DEPARTMENT—Copy OF PaGEs 8 AND 9 OF THE 
1956 ANNUAL STATEMENT FILED BY EMPLOYEE WELFARE FUNDS 


February 25, 1957. 
W. F. BECKER: 

Re boilermakers national health and welfare fund. Reourlet January 28 on 
“1956 Annual Statement Required by New York Insurance Department for Em- 
ployee Welfare Funds.” Incurred claims amounts shown in column 4 of part 1 of 
exhibit 4 are incorrect. Please ask administrator to make the following sub- 
stitutions: (A) line 5 medical—$42,500 under “amount” and 90 percent under 
“percent of column 2” (B) line 6 surgical—$182,049 under “amount” and 72 per- 
cent under “percent” (C) line 7 hospital—$512,268 under “amount” and 89 
percent under “percent.” There is no change in entry for line 8 polio but line 
10 total is changed to $636,817 under “amount” and 84 “percent.” In addition 
second footnote re polio coverage should be deleted. Sorry. 

A. R. Harpir. 
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February 26, 1957. 


Please correct our H. L. 154 of yesterday to W. F. Becker from A. R. Hardie 
re boilermakers national health and welfare fund to read but line 10 total js 
changed to $736,817 under “amount” sent in error as $636,817. 


ANNUAL STATEMENT OF THE TRUSTEES OF THE BOILERMAKERS NATIONAL HeEatta 
AND WELFARE FUND 


ExHIBIT 4—Part I 


Experience under insurance contracts—(Information to be obtained, in writing, 
from insurance com panies—to cover the latest completed policy year) 





Dividends and Claims | 
experience rating incurred | Out. 

Premiums refunds | standing 

> ieu ve ¢ - i 
Policy year | and annu re a | i cecal claims 
ending ity consid- | | included 
erations Per- | Per- | in col, 4 

Amount | cent of | Amount | cent of | 

col. 2 | col. 2 | 


Type of coverage 


| 
| 


. Accidental death and | 

dismemberment 

, ED ct tt ceil Sins asmcbees 

. Major medical . ee eee 

. Medical an. , 428 $42, 500 

. Surgical Jan. 31, 1956 251, 4 59, 090 182, 049 | 

. Hospital.................| Jan. 31, 1956 576, 170 | 54, 684 512, 268 
ND locadoueccattapebbd Aamanwebss den taeotien 


CONAOORO Ne 


OEE XXXXXX 874,813 | 120,313 736, 817 84 | 88, 800 
. Pension or retirement_ XXXXX XXXX|XXXXX 


| 


et 
—O 


_ 
to 


EE, A XXXXX/XXXX|XXXXX 
' 


Note A. The amounts shown on this exhibit are on a policy year basis and normally will not agree with 
amounts on p. 4. 

Nore B. State whether the amounts in the column “Dividends and Experience Rating Refunds” include 
any payments, direct or indirect, to any person, firm or corporation other than the policyholder. No. If 


“‘yes,”’ explain 


of the policy, which was Aug. 1, 1954. 
2 The Polio coverage was added on Feb. 1, 1956. There has been, therefore, no completed policy year at 
the time of this reporting, and we can supply no figures until the next renewal date. 


Note C.—When 2 or more of the above-listed coverages are included in 1 policy, the appropriate line items 
should be bracketed. 





XXXXX 


XXXXX 


agree with 


s”’ include 
No. If 


tion date 


-y year at 


ine items 
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ExHIsit 4—Partr II 


Commission and allowances under insurance contracts (information to be 
obtained, in writing, from insurance companies—to cover the same policy year 


(2) 


Commission Allowances (See 
Names and  ad- note E) 
| dresses of recipi- |__ 
Type of coverage | Name of insurance | ents of commis- | 
company sion and allow- | 
ances \ | | Per- 
Amount | | cent of | | Amount | cent of 


. Accidental death | 
and dismember- | 
ment___-- 
. Cash disability. 
. Major medical... -.|__- $ ; : = ee 
b MEOUNIR. cc ccene] Aetna Life Insurance | Marsh & McLen- 
Co. nan, Ine., 231 
| South La Salle St., 
Chicago, Il. 
. Surgical... intssondednn osname nai 
eae a pias — | — $9, 110 
EP eccdes on mind enton skeeuuhlie ivinssnnéwt ‘ 





Total.......| Aetna LifeInsurance | Marsh & McLen- | $9,110 1.0 | 
Y nan, Ine., 231 | 
South La Salle St., 
| Chicago, Dl. 
. Pension or retire- 
ment 
Total. 


Note D.—If, by reason of termination of a policy, there was more than one insurer for a type of coverage, 
the data for one such insurer should be shown on this exhibit (pts. Land I1), and data for the other should be 
shown on a separate sheet corresponding in all details with this exhibit. 

Note E.—Allowances should include administration fees, service fees, or any other form of allowance, 
reimbursement of expenses, or compensation (other than commission) paid by insurer to agents or brokers, 
applicants or policyholders, or to other individuals and firms. 

Note F.—State whether all of the recipients of commission and allowances were licensed as insurance 
agents or insurance brokers in New York State Yes. If‘‘no,’’ state occupation of the recipient and nature 
of services performed on behalf of the insurer. 


ExHIsIT 6.—Analysis of general expenses 
Kind of expense: 

1. Salaries and fees of trustees, oflicers, and employees (ex- Amount 
Bieee OF. e 4 None 
Allowances to trustees, offic ers, and employees (exhibit 8), _ $15, 270. 02 
Professional services (exhibit 7) ~~ i 69, 043. 02 
Rent Bt j None 
Printing and stationary go Sates ot 330. é 
Postage, telephone and telegraph, exc ha inge and express____ None 
Insurance (other than member benefits) - : . 639. 01 
Travel (exhibit 8) _- + % ; aa 14, 410. 68 
Furniture and equipme nt_ Ss ate eaten eters ‘ge None 
Taxes, licenses, and fees_____-_- : cain deiiatess ; None 
Other (itemize) : 

Bank charges re custodian account 25. 00 
Legal out-of-pocket expenses___-_ : 2, 393. 20 
Rent of meeting hall in hotel__.._-__- aus tt 8&5. 00 


MIDs 5 ccs ; Sines “102, 196. ‘47 
Add general expenses due or ~accrued- —C current. year (line 
a a | oo A a csgel bitataKice * None 
16. Deduct general expenses due or - acerued—previ ious year__- ? None 


1%. ree UR ee OA Oa oo enti eur bk cecknahla eae 102, 196. ‘W7 


1 Allowance of $30 per diem for hotel, meals, and all other expenses except actual trans- 
portation to and from the city of the meeting. 
2 See note 2. 








3 












78 WELFARE AND PENSION 


FUND LEGISLATION 


ExHIBIt 7.—Professional services 


{List below the names and addresses of recipients of payments for professional services (including but not 
restricted to attorneys, accountants, consultants, actuaries and physicians). 
services performed, and the total compensation, fees and allowances during the year. 
to a firm or corporation which administers the affairs of the fund] 


Indicate the nature of the 
Include payments 

























Name and address Nature of service Amount 
Bradley, Pipin, Vetter, and Eaton--_--..-..--.- Attorper for te fund. ...........5.-..<.....- | $16, 418. 00 
Marsh and McTennan, Inc_................-..| Administrator for the fund__............_.-- | 50, 525.02 
Price Waterhouse & Co-__..............-.----- Da 2, 100.00 
Total (line 3, exhibit 6)..............-.-- | Sil scents AA pc dednaete oniaiannee | 69, 043.02 
| | 


Exursit 8.—Salaries, allowances, and travel 


(a) List each of the fund officers and trustees who received salary, fees, allow- 


ances, and/or travel expenses during the current year. 














Title | Salaries and Allowances Travel 
Name fees | 

(1) (2) (3) (4) 
tina a ikeclaheetawehbpeesseounsnbsootipnee|4oesedeessnnel nacesevesceses|aakihi ene 
R, ‘nodidiiae too Khetinbcesasdthbehben as depeseonsinaroncese sacetabhenll 
Riecsnihtniescnenceaeqes . renner nnn ncn ccenne| nce enn en nnn ne | enn meen nnn nee |onnwcenncnnses 
6, cocennwescccnncapccneencocens conc cesedesaepesceesecsnsconne|scoeserccvoccs| sesascoswocess|eoncenecsesien 
Oy Rictingnceteadendwevcseewenscsdeeusscecutinronscesaesconness|suisowenscccee|cocunevenea ? 
ee ° soe OERSS On -cwweenseseenes| ewoweeenenevecloncscceves= ee 
Ns i sees Letrenbmnoneanelocneducsensins oa 
9% lene os Sedasccsnce anerena|unsescescescce|oeseseencneenn 
10. NNN odd inibietadchidcddhatidhnAenecinecrnnegen None $14, 160 $12, 588. 40 


(6) List each person, other than officers and trustees, whose salary, fees, allow- 





ances, and travel expenses exceeded $5,000 during the current year. 














| 
Principal duty Salaries and | Allowances Travel 
Name fees 
(1) (2) (3) (4) 
_— = a es — "| —_ — — — -_—- | _ _ a 
Se Ssemce enor: cn eae ies tectin es S eeeiaie eee 
er ee ee Seals Shc onc cio cadanincdccdenswuss laktc cope tnncaeknabiamawuned Dail wraseeaeal 
Dt; adhiltip aha iaby dediied i niclionl Sccagwadwbnimntieiena~assinsiiia Sbbugeuasdosas] sepenwscossooe Lai acc 
TE, Ubisctepasesas ee ore i dae idlpeias dea 
St Slouidntnnttined ditional eng EStbendneanerepangoeengl soennesecsoentlensesaeépepniintednestaa 
16. I eh clans tooweadineteees None | $14,160 | $12, 588. 40 
17. Balance of salaries and fees, | | 
allowances and travel....- ci deities teanithinaliints ibcne alate bi None 1, 110 1, 822. 23 
18. Total of lines 10, 16, | 
and 17 (to agree | | 
with lines 1, 2, and | | 
8 of exhibit 6)....... a None 15, 270 14, 410. 63 


JID DPR wwe 


g but not 
ure of the 
payments 


————$———, 


\mount 


16, 418. 00 
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ae — 


Thomas L. Wands 
Homer E. Patton -- 


i Clarke... ......-.. 


Eric Miller__...---- 


W. H. Shahane - 
0. R. Mustain 


C. Monroe Bennett_____- 


Buddie Falls 

John V. Kearney. .- 
Joseph Maley 

W. 5. Jordre : 
John W. Grundy 
John A. Rooney 

B. O. Yeldell- 


William J. McAllister... 


E. M. Halkyard 


Total 


Representing 


| Union, trustee at large 
| Union, 7 Western States _ - 
| Management, steel plate contrac- 


tors. 
Management, 

Basin. 
Jnion, Missouri River Basin_-.. 
Jnion, Southeastern States 
Jnion, Steel plate contractors 
Jnion, South Central States - -- 
Jnion, Northeastern States---_. 
Jnion, Great Lakes Area_ ___ 


Missouri River 


eal Management, Southwestern States_|_- 
| Management, Northeastern States_|- 


Management, 7 Western States 


Management, trustee at large 


| Chairman of board. 
| Vice chairman 
| Secretary 330 | 


Assistant secretary - 


| Me 


do 


do-- 


..do 


_.| M anagement, South Central States |_- 
.| Management, Great Lakes area 


_— 
2. i 
..do 
Wile voces 

eS 
do- 
do. 


__-do 


379 


Title Allow- 


ance 


Travel 


$1, 110 $818. 24 
750 679. 38 
‘ 209. 60 


480. 39 


mber of board 765. 28 


983. 04 
775. 31 
1, 116.15 
587.07 
758. 00 
627.74 
821. 00 
1, 493. 46 
921. 25 
706. 14 
846. 35 


12, 588. 40 





Representing Management Union 


4, 410. 63 


Great Lakes area 


Missouri River Basin 
Northeastern States -. 
South Central States - - 


Southeastern States 
7 Western States - - 


Steel plate contractors 


Trustees at large 


Description of real 
nature of encumbrances, if 
any, and name of vendor 


Total... 


1State basis on which this value was determined -. 


estate 


| William J. McAllister 
| Eric Miller--- 
John W. Grundy. 
B. O. Yeldell 
.| W.S8. Jordre 
| John A. Rooney 
H. J. Clarke 
E. M. Halkyard 


Joseph P. Maley. 
W. H. Schahan, 
John V. Kearney. 
Buddie Falls. 

©. R. Mustain. 
Homer E. Patton. 
C. Monroe Bennett. 
Thomas L. Wands. 


ScHEDULE A.—Real estate owned 


| Amount 
Date of 
acquired 


Actual 
encum- cost 
brances 


(2) 


Note.—The total of col. 5 should agree with line 1, p. ‘ 


94914—58 


Reserve Value 
for carried 

deprecia- in 
tion assets ! 
year 


(4) (5) (6) 


i | 
Previous 


Net income 


Current 
year 


(7) 
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SCHEDULE B.—Mortgage loans 


Location and description of mort- 





gaged property, and name of/| Year 
morgagee given 
(1) 

aie 7 


Are all of the mortgages first liens? - 


Note.—The total of col. 2 


SCHEDULE C. 


Description (including in- 
terest rate, maturity and 
interest dates) and name | 
of vendor 


Date 
acquired 


(1) 
U. 8. A. Treasury note, 
A1957—278 percent, due 
Mar. 15, 1957- Dec. 14, 1955 
U. § A. Treasury note, 
A1958—278 percent, due 
June 15, 1958 June 15, 1956 
Uv. A. Treasury bonds, 
1958 246 percent, dus | 
Dec. 15, "1958. RS do 
U. 8. A. Treasury bonds, 
1961—214 percent, due 
Nov. 15, 1961_....-- ..-| Dec. 15, 1955 
as ae Treasury notes, 
series B, i134 percent, due 
Dec. 15, 1955......-......| July 28, 1955 


Total (exclusive of 
matured securities) 


1 State basis on which this value was determined 


2 Matured. 
3 See note 6. 


Nore: The total of col. 5 should agree with line 3, p. 


should agree with line 2, p. 


| Interest 
| mcacihiielanedaaieas a eaebhies Amount 
Amount | "| of fire in. 
unpaid Amount | Amount | surance 
end of | | oe | received | held on 
current Rate Interest | end of during — 
| year of | dates | current year | 
| year | | 
' 
(2) | @) (4) (5) | (6) (7) 
coeeses on« SS eee eee 
9 
Bonds owned 
Value Interest 
Actual Par Market carried in received 
cost value value assets ! during 
year 
2) (3) (4) (8) (6) 
$150, 234.38 |$150, 000. 00 .-|$150, 234. 38 $4, 312. 50 
150, 093.75 | 150, 000. 00 et .-| 150,093. 75 0 
99, 250.00 | 100, 000. 00 ; 99, 250. 00 0 
487,812.50 | 500,000.00 487, 812. 50 6, 250. 00 
2 250,156.25 | 2 250,000.00 (*) 2, 187. 50 
887, 390.63 | 900, 000. 00 .--| 887, 390. 63 3 12, 750. 00 
Cost. 
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ScHEDULE D.—Stocks owned 


| Market | Value Divi- 
Amount | rate per carried | dends re- 


of fire in. Description and name of Date | Number| Actual share | Market jin assets'| ceived 
Surance vendor acquired | of shares| cost during 
held on | 
build- } 


ings } @) | 
—-.. 
| 


year 
(3) 





Total... 


1 State basis > value was > ine. 
iterest State basis on which this value was determined 


ceived NoTe.—The total of col. 6 should agree with line 4, p. 2, 
uring 
year p 
7 ScueDuLE E.—Cash in banks 
(6) 


! | 
Bank or trust company Interest Balance Bank or trust company Interest Balance 
(name and city) received (name and city) received | 


Continental Lllinois Na- | 

tional Bank & Trust | | 

Co., checking , () |? $496, 765. 98 
Continental Illinois Na- | 

tional Bank & Trust | 

Co., custodian.......-.-] 2 10, 537. 50 


Total (see note 5). ! | $507 


1 Not available. 
2 Per books. 


Totals of bank balances on the last day of each month during the current 


January 1956 $379, 719.10 || May 1956 ; $699, 240. 1: September 1956...| $496 
February 1956 489, 540.02 || June 1956--. 355, 325.77 | October 1955 643 
March 1956 487, 691.59 || July 1956_. 242, 139.49 || November 1955___| 544, 
April 1956_-. 596, 963. 68 ] August 1956..._. + 382, 150.61 || December 1955._-| 265 
‘ I 


General interrogatories 


(If more space is needed, attach additional sheets) 


1. Give the names and addresses of the participating labor organizations for 
whose members the fund is operated: International Brotherhood of Boiler- 
makers, Iron Ship Builders, Blacksmiths, Forgers and Helpers, Kansas City 11 
Kans. , : 

2. Give the names and addresses of associated or affiliated funds: None. (See 
note 7.) 

3. How many members were in the fund at the end of the current year? 29.652 

4. Are any members of the fund employed outside of New York State? Yes. 
If so, please give the following information: Number of members employed in 
New York: 100. Number of members employed outside of New York: 29 52 

5. State largest number of contributing employers during the current fiscal 
year: 734. ; 
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6. (a) On what Gates during the past year did the board of trustees (or similar 
body) meet? October 11-12, 1955; December 12, 13, 14, 1955; February 13, 1956; 
March 6, 7, 8, 1956; June 12, 13, 14, 1956; September 5, 6, 7, 1956. (b) Are 
minutes kept of such meetings? Yes. 

7. Have any amendments or other changes been made during the current fiscal 
year in (a) the types -nd amounts of benefits provided by the fund, (6b) the 
terms of trust indentures, (c) pertinent provisions of collective bargaining agree. 
ments, and (d) any descriptive booklets or other similar written material given 
or made available to employee-members? Yes. If so, have copies of all such 
amendments or other changes been filed with this Department? No. (If not, 
attach copies to this annual statement.) See note 4 in which the changes in 
the plan of insurance and eligibility requirements are described. 

8. Are the members provided with a written description of the benefits and 
eligibility requirements? Yes. 

9. If benefits are covered by insurance contracts, were the rates and condi- 
tions in such contracts subject to competitive bidding? Yes. 

10. Is a health center maintained by the fund? No. 

11. How often are the fund accounts audited by a certified public accountant? 
Once a year at the end of the fiscal year. 

12. Explain how the annual report, filed concurrently with this annual state 
ment, will be made available to employee-members, contributing employers, and 
participating labor organizations: The annual report is put in booklet form and 
distributed to all contributing employers by direct mail and all employees par- 
ticipating through the local unions. A copy of the booklet for the fiscal year 
ended September 30, 1955, is attached. The current booklet is in process and 
will be forwarded when available. 

13. Were any loans made during the year to trustees, officers, administrators or 
employees? No. If so, list each such person, the date and amount of each loan 
made during the year, and the balance unpaid at the end of the current year: 
ae 

14. Does the fund hold investments in the securties or other properties of any 
of its contributing employers or participating labor organizations? No. If so, 
specify: N. A. 

15. (@) How many signatures are required on fund checks? Two. (b) Is it 
required that a trustee designated by the union (or employees) and a trustee 
designated by the employers both sign fund checks? Yes. See Note 1. 

16. Were any of the recipients of commission and allowances shown on Page 9 
related through blood or marriage or associated in any business endeavor, pro- 
fession or other occupation with any fund trustee, administrator, officer, or union 
official? Yes. If so, give details: Marsh & McLennan, Inc., is both administra- 
tor and insurance consultant, broker of record. 

17. Were ali stocks, bonds, and other invested assets, exhibited as assets herein, 
in the actual possession and in the name of the fund? No. If not, explain fully: 
All securities are held in the custodian account by the Continental Illinois Na- 
tional Bank & Trust Co. 

18. Were any of the stocks, bonds, or other assets of the fund loaned during the 
year covered by this statement? No. If so, explain fully. 

19. Is the administrator of the fund also employed by a participating labor 
organization or a contributing employer? —_--______ If so, in what capacity? 
In view of the size of Marsh & McLennon, Inc., it might have acted as broker to 
some of the contributing employers in other, unrelated insurance matters. 

20. Are any paid employees of the fund also employed by a participating labor 
organization or a contributing employer? None. Ifso,in what capacity? N. A. 

21. Describe or explain the actuarial, statistical or other methods used in the 
computation of the reserves shown at lines 1, 2, and 3 of page 3: None. 
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Trustees—Members of board of individual trustees, pension board, committee, 
or other similar body 


} 


(1) (2) 


Number of | 
meetings | 
Year | attended Other occupation and union or 
elected | during business affiliation 
current 
year 


(a) Designated by Seeyeres: 
J. Clarke : , 3 | Vice president, Chicago Bridge & Iron Co. 
John W. Grundy. : 5 | President and owner, John Grundy & Co. 
E. M. Halkyard-_.-_...-- 5 | Personnel director, Combustion Engineering 
| Co. 

W. 8. Jordre , i | Partner, Oberle-Jordre Co. 

W.J. McAllister........- } } | President and owner, McAllister Boller Works. 

Eric Miller i | President and owner, Bechtel Corp. 

John A. Rooney ....-. 198 Labor relations director, Consolidated Western 

| | | Steel. 
B. O. Yeldell ‘ ‘ 5 5 | Labor relations director, Ford, Bacon & Davis 
|} Construction Co. 





(b) Designated by labor organiza- | 
tion(s) or employees: 
C. Monroe Bennett 
Buddie Falls 
John V. Kearney 
Joseph P. Maley 
O. R. Mustain.......- 
H. E. Patton 
W. H. Shahane 
Thos. L. Wands 


| N.T.M. representative, boilermakers. 
Business manager, Boilermakers Lodge No. 96. 

| International vice president, boilermakers. 
Business manager, Boilermakers Lodge No. 107. 
Business manager, Boilermakers Lodge No. 30. 
International vice president, boilermakers. 

| Business manager, Boilermakers Lodge No. 83. 
Special assistant to international president, 

boilermakers. 


Qo oor S or cr 


(c) Other members: None_- 


STATE OF __. 

County of 

hatin , and 
Trustees of the fund, being duly sworn, each for himself deposes and says that 
this annual statement, together with the schedules, exhibits and explanations 
herein contained, annexed, or referred to, is a full and true statement of the 
condition and affairs of the fund according to the best of his information, knowl- 
edge, and belief. 

Subscribed and sworn to before me this day of ; 

NOTE. s are composed of both employer and employee (or labor 
organization) representatives, the above affidavit must be signed by one from 
each group. 

Mr. House. How much time did it take to prepare this report ? 

Mr. Biomauisr. That report required about 114 business weeks to 
prepare. 

Mr. Houser. In terms of man-hours, you say about 60 hours ? 

Mr. Bromauisr. I would say about 60 hours altogether, yes, sir. 

Mr. House. And ata cost of what? Would you estimate ? 

Mr. Biomauist. Approximately $1,000. 

Mr. House. $1,000 for 60 hours ‘ 

Mr. Biromeautst. Yes. 

Mr. House. Would you consider a $1,000 annual expense as an ex- 
cessive expense in relation to the regulation, control, and supervision 
over a fund of $1.5 million a year? 

Mr. Biromauist. Not of a fund of $1.5 million a year, no. I think 
in relation to a smaller fund, however, it might be. I would think that 
the preparation for a smaller fund probably would entail as much 
time as for a larger fund. 

Mr. Hovusr. There is some variation as the number of assets and 
items reported increases; is there not? For example, you would have 
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a much less elaborate list of salaries and disbursements paid, would 
you not, in a smaller fund ? 

Mr. Biomauist. Not necessarily. As a matter of fact, it might be 
just the reverse, Mr. House. In this situation, we have not listed any 
salaries, simply because there are none. The fund is administered by 
Marsh & McLennan under a contract. Under a smaller welfare fund 
which was not administered by an organization such as ourselves, 
there would be salaries to be reported. 

Mr. House. Isn’t this exhibit attached to the fund a list of officials 
of the fund who get both an allowance and a travel-expense item ? 

Mr. Biomauisr. The item entitled “allowances” is really a per diem 
expense allowance for periods during which the board of trustees meet. 
Because this is a national fund, it is necessary for them to meet in dif- 
ferent parts of the country. Actually, both of those items involve the 
expense of attending these meetings. It is simply reimbursement of 
expense incurred. 

Mr. House. In any event, an expense of $1,000 in relation to the $1.5 
million is considerably less than one-tenth of 1 percent per year; is 
that right? 

Mr. Biomautst. Yes. 

Mr. House. Are you familiar with the investigations carried out in 
the State of New York with relation to welfare and pension funds 
before the New York statute was adopted ? 

Mr. Bromauist. In a general sense, but not in specific cases. 

Mr. House. I suppose you know, then, the way in which the data 
for those investigations was gathered. Preliminary questions were 
submitted to all welfare funds and pension funds, and on the basis of 
the results which were analyzed by the insurance staff, particular 
funds were selected for more elaborate investigation. You are famil- 
iar with that? 

Mr. Bromautsr. Yes. 

Mr. Hovsr. Is it not a fair statement, then, that those questions were 
so devised as to elicit material which did give clues to abuses, and 
wastes of moneys, in welfare and pension funds ? 

Mr. Bromauisr . 1 do not think I have any way of knowing the an- 
swer to that, Mr. House, because I do not know what the questions 
were and I do not know the basis on which the particular funds were 
selected for investigation. I do think this in connection with the 
investigation which was conducted by the Senate Subcommittee on 
Pension and Welfare Funds a couple of years ago, that there were cer- 
tain funds which, I think, were suspected for one reason or another, 
and as a result of the study at close range of those funds by the field 
investigators of the committee, they proved there was no reason for 
them to be suspected. 

Mr. Houser. That there was no reason ? 

Mr. Bromauist. That is correct, that they were properly admin- 
istered. 

Mr. Hovusr. You are familiar with the fact that abuses have oc- 
curred in different funds? 

Mr. Biomauist. Most certainly. 

Mr. Houser. Can you give us examples of some of the abuses that 
you have come across ? 

Mr. Bromautist. Well, I probably am not a very good one to ask 
about that, for this reason: Funds in which the parties, the interested 
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parties, intend to commit abuses, never get into our hands. Because 
of our reputation, the prince ipals—and I have had this experience— 
the principals who may have in mind abuse of the funds are not par- 
ticularly, or not a bit, interested in our becoming involved in the 
situation. 

Mr. House. Are you familiar with abuses outside of funds that are 
directly handled by your firm ? 

Mr. Biomauist. Yes, certainly 

Mr. House. Can you tell us about some of those ? 

Mr. Bromauist. Many of them have been well publicized. 

The Laundry Workers fund, which we are all, I think , quite familiar 
with, in which there are abuses in regard to commissions, Is one exam- 
ple. Then there are, of course, a great many others. 

Mr. House. Do you agree that in some instances, abuses occur in 
the payment of excessively large salaries to fund officials and directors? 

Mr. Biomauist. Yes, I do. 

Mr. Houser. And do you agree that in many instances abuses occur 
in the withdrawal of fund moneys by fund officials without even vouch- 
ering for them ? 

Mr. Biromauisr. Well, I am not too sure what would constitute “ 
many instances,” Mr. House. 

Mr. House. Let us say have there been some instances. 

Mr. Biomauist. There have been some cases. That is in the record, 
I believe. : 

Mr. House. Would not those abuses be disclosed by a proper, cer- 
tified public accountant’s examination and report ? 

Mr. Biomautst. I do not know that they would, necessarily. 

Mr. House. Would not salaries, for example, be disclosed in the kind 
of questionnaire required by the State of New York? 

Mr. Biomauist. They would be disclosed in the kind of question- 
naire, yes, sir, required by the State of New York. 

Mr. House. Would not all other expenses hr ve to be itemized ? 

Mr. Biomauist. Yes, sir. They are required to be. That is true. 

Mr. Houser. Would instances of expense withdrawals without 
voucher be indicated in that report? 

Mr. Bromautst. Although I am not an accountant, I would imagine 
that they would be; yes 

Mr. House. An accountant’s report has to accompany your annual 
report to the State of New York? 

Mr. Bromauist. No, it does not. I think that may be one of the 
weaknesses of that kind of reporting. There is no certification by a 
public accountant that the figures are true and correct ? 

Mr. House. But that requirement is found in the Thompson bill, 
is it not, and the Frelinghuysen bill ? 

Mr. Bromautst. I understand it is; yes. 

Mr. Hovss. The report to the State of New York must supply, must 
it not, the names of all people who share in the commission ? 

Mr. Biomautst. Yes. 

Mr. Hovusr. Wouldn’t that give clues to other types of abuse? 

Mr. Bromautst. Yes; it could. 

Mr. Hovsr. You have read, I am sure, the Thompson and the Frel- 
inghuysen bills? 

Mr. Bromauist. In condensation, yes, but not entirely. 
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Mr. Hovsz. Wouldn’t the specific details indicated in those bills 
for the reports to be filed disclose at least some of the various abuses? 

Mr. Biomauist. Yes. I think in any of this reporting, it might dis- 
close or at least it would deter some of the abuses, I think that is 
right. 

Mr. House. Wouldn’t it disclose others if they took place? 

Mr. Bromauisr. I think people, being as ingenious as they are, 
would discover new ways to abuse these funds. I can imagine situa- 
tions, Mr. House, in which abuses could occur which I do not think 
would be revealed by any audit. 

Mr. Hovusg. Some kinds of abuses? 

Mr. Biomauist. Some kinds of abuses. 

Mr. House. But some would be disclosed ? 

Mr. Biomauist. Some would be disclosed or at least some would 
be deterred. Obviously, a welfare fund knowing that it was going 
to have to make a report, if they were prior to that time abusing 
it from some particular angle, might stop abusing it from the way that 
it is going to have to show up on the report and then turn to abusing 
it in some other way that might not have to show up on the report. 

Mr. Houser. You are assuming, are you not, that it is just as easy 
to abuse a fund in one way as in any other, that you can always ac- 
complish the same dollar waste of the funds assets. As you plug 
loopholes, it becomes progressively more diflicult to abuse the fund, 
does it not ? 

Mr. Biomauistr. Yes, as you plug loopholes, it does, if those loop- 
holes are apparent. 

Mr. House. In the absence of any reporting laws, in the States 
where there are no reporting laws, is it not a fact that it is extremely 
difficult for the beneficiary to know whether or not abuses are going 
on with respect to these frnds ¢ 

Mr. Buiomautst. Yes, it is extremely difficult, but I do not know 
that it is less difficult for him to know in the States where there is 
reporting. 

Mr. House. Taking the specific instance where excessive salaries 
are paid, wouldn’t that be disclosed in the States where there is re- 
porting, both in the report to the State official and in the report trans- 
mitted to the beneficiary ? 

Mr. Biomauist. Yes, I suppose it would. But what is an excessive 
salary, or what are salaries that should not be properly paid ¢ 

Mr. House. Are the amounts of the salaries disclosed, so that the 
beenficiary at least can form an opinion as to whether he has a com- 
plaint ? 

Mr. Bromauisr. If I may, rather than talk about salary, let us 
talk about a consulting fee, whether it be one that we might receive 
or one that an attorney might receive as a retainer. I do not think 
that the beneficiaries of a fund are in a position to determine whether 
or not that fee is excessive. 

Mr. House. Let us revert to the question of salaries paid to the 
officials of the union. At least, when a salary is paid to a fund ad- 
ministrator and he also gets a salary from the union it is helpful to 
the beneficiary to know that, is it not? 

Mr. Biomauist. Yes, it is; that is true. 
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Mr. Houser. And if the fund administrator gets a large allowance 
for so-called expenses, that is also helpful to ‘the beneficiary in de- 
termining whether there has been any abuse of the expense situation ? 

Mr. Bromauisr. P resumably, but the large allowance might be war- 
ranted in some cases, Mr. House, and it might cause unwarranted 
consternation on the part of the beneficiaries of the fund. 

Mr. Houser. Are you in favor of keeping all these facts from the 
beneficiaries, then ? 

Mr. Biomauistr. No, I wouldn’t say that I am in favor of keeping all 
of these facts from the beneficiaries. Actually, the position th at Mr. 
Orloff outlined, I think, would be more effective in uncovering the 
details of abuses than would a reporting system. 

Mr. House. Under the system Mr. Orloff outlined, without any re- 
porting system, without any mechanics for conveying information to 
beneficiaries, where are the beneficiaries supposed to cet the mforma- 
tion on the basis of which they can make a claim? Out of the air? 

Mr. Biomauisr. Well, that presumes that it is essential that the 
beneficiaries have this information. I do not know that it necessarily 
is, as a matter of fact. 

Mr. House. Do you think it is not essential, as a matter of fact? 

Mr. Bromauistr. As a matter of fact, in connection with pension 
funds, as I believe Mr. Orloff pointed out, it would be unwise for all 
of the information in regards to the operation of that pension fund 
to be made generally available publicly. 

Mr. House. That is in a few very special instances of level of benefit 
funds, is that correct ? 

Mr. Bromaqutst. No, I am not thinking so much of level of benefit 
funds. I am thinking of the statement that is included in his written 
statement, which begins at the bottom of the last page. I think this 
should be remembered, that his comments in this paragraph relate to 
pensions, not to health and welfare or group insurance type benefits, 
but to pensions. 

Mr. Housr. The bottom of page one referring to level of benefit 
plans? 

Mr. Bromauisr. Perhaps it would be better if Mr. Orloff commented 
on this point. 

Mr. Houser. It is a fact that that refers to level of benefit plans and 
1 was trying to discuss other plans. 

In the welfare plans, do you think beneficiaries should be kept in 
ignorance of what is happening to their funds? 

Mr. Biromauisr. When you say a welfare plan, you mean a plan 
which provides group insurance type benefits as differentiated from 
pension or annuity-type benefits 

Mr. Houser. Yes. 

Mr. Bromauisr. No, I would not want to say that they should be 
kept in ignorance. I do not want to suggest that. 

Mr. House. Don’t you necessarily have to conclude that they should 
be given information of some kind ¢ 

Mr. Biromautst. I think they should be given meaningful informa- 
tion, but I don’t know how you give them meaningful information, 
Mr. House. 

Mr. House. Is it your solution, then, to give them no information, 
or is there some information which you think should be given to them 











388 WELFARE AND PENSION FUND LEGISLATION 


but information other than or less than the Thompson and F reling- 
huysen bills provide? 

Mr. Bromautst. I think they should be given meaningful informa- 
tion, but I do not know how you present that, fr: ankly. I think the 
same problem fac+s a welfare fund in rele: asing a financial st: itement 
as faces any corperation, that the people examining the statement do 
not understand what it is all about. There are m: uny seeming incon- 
sistencies that can appear in a financial statement which are not incon- 
sistencies at all, but because there is no opportunity to adequately 
discuss this with, let us say, 10,000 employees who are insured under 
a fund, it may lead to more problems than it solves. 

Mr. House. I am trying hard to get your point of view. Do you 
conclude, then, that in omdele to avoid these questions which turn out 
to be mistaken, no information should be furnished, so they have 
nothing to question about ? ; 

Mr. Bromquist. No, I don’t conclude that. I conclude that mean- 
ingful information snould be supplied, and also say that I don’t know 
how to supply it. 

Mr. House. Instead of deciding on the how, would you tell us what 
information should be supplied them ? 

Mr. Bromauist. I think information in more general terms than is 
presented in a financial statement should be supplie “ltothem. I think 
it is perfectly reasonable to tell them what the total receipts of the 
fund were, for example, and what percentage of those total receipts 
were used to provide benefits, were actually expended in benefits, 
and what percentage rather than dollars, perhaps, was utilized for the 
cost of administration. 

[ recognize that in a fund, let us say, of the dimensions of the 
boilermakers national health and welfare fund, if you allocated an 
item of 10 percent for cost of administration, it might be interpreted 
as being too large or too small. But it probably is a more accurate 
statement of what the situation is, rather than to break it down into 
detail as to how much the attorneys got, how much the insurance 
consultant got, how much the trustees got, and so on, insofar as being 
meaningful to the people involved is concerned. 

Mr. Hovsr. Then you do not think that the beneciaries should know 
how much salaries, expense allowance, or anything else, are paid to 
the officials of the fund, who actually run that fund, and how that com- 
pares with any other sums they may get, let us say, from a union of 
which they are officials ? 

Mr. Buomautst. I would say this 

Mr. House. You think that should be kept from the beneficiaries? 

Mr. Bromavist. No. I would say this. When you disclose informa- 
tion to the beneficiaries of the fund, it should not be on a detailed 
basis. It should be on a general basis. If it is on a detailed basis, it 
lends itself to misinterpretation. 

Mr. House. You want to keep them in the dark for their own 
benefit ? 

Mr. Bromautst. No. The details of the information should be 
available, but I think that the welfare fund should have an opportunity 
to discuss with whoever wishes to discuss it the details of the ad- 
ministration, and the details of the cost of the administration. 

Mr. Houser. If you assume a fund where, let us say, tremendously 
excessive sums are paid to fund officials, and commissions are being 
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shared, and moneys are being taken out without vouchers, and in such 
a fund let us assume that some beneficiary who is worried comes into 
the fund and says “I would like more information about this,” do you 
have any notion of what might happen to that kind of a beneficiary 
employee walking into that kind of a fund office ? 

Mr. Biomauist. Under existing circumstances, obviously, I do have 
a notion of what would happen to that kind of a beneficiary of a fund. 

Mr. Houser. He would probably be thrown out of the union, and 
maybe something worse # 

Mr. Bromautst. He probably would be. 

One thing that has not been pointed out is that it is pretty generally 
agreed that at least 90 percent of these funds are well managed. It 
does not seem reasonable or economically feasible to me to insist that 
all funds, 100 percent of them, be subjected to reporting or to 
registration or disclosure simply because 10 percent of them or less 
than 10 percent of them, probably, have been subject to mal- 
administration. 

Why not concentrate the funds available upon those funds which 
are guilty of maladministration through the process that Mr. Orloff 
was describing ¢ 

Mr. House. You mean you depend on some random complaint from 
somebody and then depend on the commission body getting this un- 
signed complaint, without any other information, to decide whether it 
is worth going further with or not? 

I wonder if you are aware of the fact that any investigating body 
receives hundreds and sometimes thousands of complaints which, when 
run down, turn out to be absolutely worthless. 

Mr. Biomauisr. I am sure they must. 

Mr. Houser. And that in any kind of investigative body, too, large 
amounts of money are wasted chasing down these unwarranted com- 
plaints. 

Mr. Bromauisr. Yes, I can imagine that that may be the case. But 
at the same time, these cases which have come to public attention as a 
result of investigations, such as were conducted in New York, and also 
were conducted at the Federal level, the details of the misappropria- 
tion of funds have come out. 

Mr. Howse. I will say for New York that mostly we picked ours 
up from questionnaires that we submitted to all the funds. 

Mr. Biomautst. If I understand you, you received replies to those 
uestionnaires which indicated that there was mishandling of the 
unds, defalcation or conversion of the funds, is that correct ? 

Mr. House. Without limiting it to defalcation or conversion, we re- 
ceived replies that had suspicious elements in them, either ratios or 
figures or other facts. 

In addition to that, there were leads. The investigations of these 
funds did not all come from questionnaires, but a great many of them 
did right on the face of the questionnaires. We felt we were able to 
devise questionnaires that would elicit very significant facts. 

Naturally, they could not be guaranteed to disclose every abuse, but 
far more appeared than one would guess. 

I would like to turn to another subject for a minute. In your re- 
ok you indicate that all expenditures in this particular fund, the 

ilermakers’ national health and welfare fund, were covered by checks 


signed by two different people, one an employer’s trustee and one a 
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union trustee. Do you regard that as an important safety device 
for protecting the funds? 

r. Bromauist. Yes, we do. It is my understanding that that ig 
generally regarded as good accounting procedure. 

Mr. Howse. Do you have any requirement as a consultant that the 
funds you handle all have similar techniques and procedures? 

Mr. Biomautst. I might say unofficially, yes, we do. 

Mr. House. That is, all the funds under your supervision have to 
conform to your standards of ethics ¢ 

Mr. Biomautst. That is right. We take a position in regard to 
certain matters which involve ethics. 

Mr. House. What other standards do you impose on the funds that 
you supervise ? 

Mr. Bromeauist. Earlier the question was asked of Mr. Orloff 
whether or not there should be fidelity bonds in connection with the 
people involved. We feel that there should be, and we, in effect, 
require that there be. 

Mr. House. For all trustees in your funds? 

Mr. Bromautst. That is right. 

Mr. Hovse. Can you give us the estimate of the cost of fidelity bonds 
for a group of 3, 6, 9, or 12, trustees ? 

Mr. Biomauist. Well, for 6, let us say, it would probably run in the 
neighborhood of $150 a year. For 10 or a dozen or more, . would run 
probably more in the neighborhood of $300 to $400"per yea 

Mr. House. Which you regard as a proper and re: seakallls expense in 
terms of the protection involved ? 

Mr. Buomautst. Yes, certainly. 

Mr. Houser. You, of course, are insurance brokers as well as con- 
sultants in fund administration, are you not? 

Mr. Biomautist. That is right. 

Mr. House. Where insurance policies are placed for your funds, 
you get commissions from the insurance companies ? 

Mr. Buromatist. That is correct. 

Mr. House. In selecting insurance companies for coverage, do you 
follow the practice of soliciting for competitive bonds? 

Mr. Biomauist. Yes, we do. 

Mr. Houser. Can you tell us in a general way what goes into the letter 
you send out soliciting competitive bids ? 

Mr. Buromauist. Yes. There are three areas that go into the letter 
soliciting competitive bids. The first area is the one that covers rate 
structure, as to what the rates are of the various companies. ‘The sec- 
ond area is the net cost or retention aspect of the competitive bid. The 
third area involves the claim philosophy of the company submitting. 
We know from experience that the claim philosophies may vary quite 
widely. 

Mr. House. How do you ask a question directed at claim philosophy? 

Mr. Biomeuisr. As far as claim philosophy goes, we may set forth 
certain questions. For example, one partic ular area of e xpense that 
may or may not be covered by an insurance company is the cost of whole 
blood. If we ask a question as to whether or not the cost of whole 
blood is eovered by the policy that they propose to issue, then we know 
something of what their philosophy is in that regard. When we get 
down to the more final analysis, when it has been narrowed to 2 or 3 
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companies on the basis of the other factors involved, if we are not al- 
ready familiar with the claim philosophy of the company, and, there- 
fore, not tell the trustees, we may examine a random sample of claim 
files of that company on similar cases, so that we can interpret from 
our own experience as to whether this company is relatively liberal or 
relatively tough on their claims. 

The trustees may want a situation where they are relatively tough 
on the claims, because they are playing near the edge on the financial 
operation of the plan, that they cannot afford a rate increase, and they 
are spending to the hilt as it is. 

On the other hnad, they may be perfectly willing to have a liberal 
claim philosophy. Those factors will influence the selection of the 
company. 

Mr. House. On the basis of the bid returns, you don’t merely choose 
the lowest dollar retention, is that correct ¢ 

Mr. Biromaquist. No. As a matter of fact, I think it is becoming 
apparent that the company with the lowest dollar retention is probably 
not the best instance to buy from. It may be in some cases and in other 
cases it may not be. 

Mr. Houser. Have you ever run across an instance, not necessarily 
in connection with your own firm, where the insurance company calls 
up a broker and says such and such a fund wants insurance and we 
have a broker in the case. Will you please step in and be the broker. 

Mr. Biromautist. In connection with a welfare fund, no. I imagine 
that in connection with individual plans, for single employers, there 
have been such cases. If I understand your question right, Mr. House, 
what you are saying is simply that they want a broker for the sake of 
having a broker because there are commissions payable. 

Mr. Houser. Commissions are payable in any event under the laws 
of most of the States, is that right ? 

Mr. Biomauisr. Yes, that is right. 

Mr. House. I want to ask a final question of Mr. Orloff. 

These drawbacks to plans from public disclosures, as you mention 
them here, apply principally to level of benefit plans, don’t they ? 

Mr. Ortorr. That is not correct. The example cited dealt with a 
level of benefit plan, but the drawbacks can apply to the cost plans as 
well in this respect: Where there is a commitment as to cost, the ac- 
tuarial assumptions made in valuation can influence the amount of 
benefit that is payable. If the assumption is conservative, the fund 
can develop a cushion or a contingency reserve, that is usable at some 
later time in the same manner as In the level of benefit plans. That 
was merely an illustration. 

Mr. Hovusr. You are not in favor of detailed disclosure to benefici- 
aries, as I understand it? 

Mr. Or.torr. Well, I was interested in the discussion. I am neither 
in favor nor opposed to detailed disclosure. What is essential is that 
whatever is disclosed is not misleading. While you were speaking, I 
was looking at the New York report, the report filed in New York for 
the boilermakers, and I came across an item assigned to budgeted re- 
serves, $448,000. That is on the fourth page. 

Certainly that kind of disclosure would conjure up peculiar concep- 
tions in the mind of a beneficiary of the plan as to whether he is get- 
ting adequate benefit from the contributions being made. . 
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Mr. Hovse. Is it your theory, then, that that figure should not be 
disclosed at all, or that it should be given a different explanation ? 

Mr. Orvorr. I feel that it ought to be left to the judgment of the 
administrators as to the kind of information, if any, that should be 
given to the members. 

Mr. Houser. These would be the very same administrators who 
might be guilty of abuses or might be guilty of condoning the abuses 
of others? 

Mr. Onvorr. I was interested in your observations with respect to 
the New York investigation, and I think it confirms the position that I 
have taken, in that you did find abuses by sending out a questionnaire, 
the recipients of the questionnaire not being forewarned as to the type 
of question that might be asked. 

I do not think you would have gotten comparable results had that 
kind of legislation or requirement been made available to the recipi- 
ents of your questionnaire when their plans were instituted. I do not 
think you would have gotten those disclosures. 

Mr. House. I would like to return to the question I asked, and that 
is whether it should be within the control and discretion of the very 
administrators who may be participating in abuses or may be con- 
doning abuses to decide how much disclosure to make to the bene- 
ficiaries. 

Mr. Orvorr. I don’t know that you would be content with any an- 
swer I would give. 

Mr. Hovse. I have no further questions, Mr. Chairman. 

Thank you very much, Mr. Orloff and Mr. Blomquist. 

Chairman Barpen. Mr. Holt, have you any questions? 

Mr. Horr. I do not want to be repetitious, but in reading your 
statement, Mr. Orloff, I gather that this legislation that you recom- 
mend you think should be on a State level. 

Mr. Orvorr. It is my opinion that it is immaterial whether the 
legislative board, the commission that I labeled a legislative board, 
be a State body or a Federal body, because under the concept of my 
recommendations and suggestions a complaint would be filed with 
that particular group, whether it is State or Federal, and the same 
complaint would not be filed with other similar groups. 

Once that group had completed its investigation of the fund, 
isn’t necessary to duplicate either the communication or the veal 
gation elsewhere. So it is immaterial whether it be at State or Fed- 
eral level. 

Mr. Hort. We have had some other people from insurance com- 
panies here, and they were quite pleased or optimistic about the way 
the insurance commissioners were working in the States, and the 
fact that when these new laws were passed, such as we have in Cali- 
fornia now, that maybe things might be under control. I do not neces- 
sarily share their optimism, but I am curious that you did not men- 
tion it. 

Mr. Orvorr. They are dealing with an entirely different concept. 
They are dealing with a concept of registration, reporting and dis- 
closure, and that is a concept which I think is not going to accom- 
plish the objectives of any legislation. I do not think you will learn 
what you are trying to find | out from that kind of legislation. 
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Mr. Horr. I am inclined to agree with you, agree about the penal- 
ties, but some of the States have the power to audit, and they have 
the power to go in like your legislative board would, do they not, in 
some of the State laws? 

Mr. Orvorr. I am not aware that they do. 

Mr. Horr. Am I correct, Mr. House, that the State of Washington 
has the power to go in on some of these plans ? 

Mr. Houser. There is no question, except for the doubt indicated 
by the chairman, as to whether or not there is preemption under the 
Taft-Hartley law. The State of Washington officials have the power, 
have been given the power, as a matter of fact, are directed under 
the statute to go in and audit the funds at least once every 5 years. 

The same thing is true in New York. The superintendent of in- 
surance has power of subpena, power to hold hearings, power to go 
in and look at books, and so forth. 

Mr. Horr. Mr. Orloff, you mentioned a consulting service, but you 
are brokers, as I understand it. 

Mr. Ortorr. We are predominantly an insurance brokerage organi- 
zation. However, we have the pension and welfare activities sep- 
arate departments, which operate on a consulting basis. 

Mr. Hour. Do you write any big plan? 

Mr. Ortorr. Yes, sir. 

Mr. Horr. That has already been covered ? 

Mr. Hovsr. I think I may state that Marsh & McLennon are one of 
the largest brokerage consultants in the field of welfare and pension 
funds as well as insurance generally. 

Mr. Hour. So you are speaking from your experience not only from 
consulting but in the actual wr iting of business and competing. 

Mr. Ortorr. That is correct. 

Mr. Hour. What kind of administrative setups do you have with 
some of these plans you write for? 

Mr. Ortorr. With respect to pension plans, we advise the employer 
with respect to the administrative machinery to establish, and we an- 
nually review the experience of the plan. With respect to welfare 
plans, I would like Mr. Blomquist, who is manager of our welfare 
department, to deal with that item, because the handling there, in 
many cases, is different. 

Mr. Biomautst. We have a facility established for the administra- 
tion of welfare funds. The remittances of the employers come to our 
office and are deposited to the account of the welfare fund. We also 

maintain records of the employees insured, which, in many cases, may 
involve a determination of who is insured, partic ularly in connection 
with the building trade type plan or transportation ty pe tr ades, where 
eligibility is based upon a certain number of hours worked. 

The employee may work for more than one, he may work for sev- 

eral employers, in the course of a month or in the course of a quarter, 
which requires the maintenance of a rather substantial volume of rec- 
ords of all these employees. 

Mr. Horr. Are these funds administered by trustees? 

Mr. Biomautst. The trustees are responsible for the administration. 
We are employed by them to conduct the actual clerical work involved. 

Mr. Hotr. In other words, there is no separate administrative office 
set up, but you folks do the work? 
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Mr. Buromauist. That is right. Our administrative office admin- 
isters programs for a number of different funds. We also are advisers 
in many situations in which the trustees have their own oflice—have 
established their own office. It isn’t practical for one reason or another 
for us to handle it. 

Mr. Hour. Can you do it more economically than the trustees can 
in establishing their own office ? 

Mr. Bromauist. Yes, we can do it more economically than the 
trustees can. 

Mr. Hour. Why don’t more trustees have you doing it ? 

Mr. Bromquist. There are certain practical problems. For exam- 
ple, there is a fund that we are associated with in the State of Ohiv. 
It is in a relatively small geographic area—the employees covered are. 
It simply would not be practical to have the administration in 
Chicago. 

Mr. Horr. So you are consulting on that ? 

Mr. Biromauist. That is right. We do not only the insurance con- 
sulting on the problems of administration. 

Mr. Horr. Before you can accept a consulting job such as that, do 
you look into the administration setup to see that it is honestly run? 

Mr. Bromauist. The funds that we have, I think without exception, 
as I recall, had not really begun operation at the time we got into the 
picture. So nothing had been done. In many cases, no employer 
remittances had:been received. The collective bargaining agreements 
had been completed, and that is where it stood. There was no facility 
for receipt of the funds, no bank accounts opened, no books established 
or anything else. 

Mr. Horr. How are the employees of the funds you mentioned in 
Ohio protected ? 

Mr. Biomauist. How are they protected ? 

Mr. Horr. How do they make sure they are getting their dollar's 
worth? Isita unilateral fund ? 

Mr. Bromautst. It is a jointly trusteed fund, trusteed by repre- 
sentatives of the union and of thee mploy ers. 

Mr. Hotr. Do they get reports? Are the books audited ? 

Mr. Bromaurst. The books are audited annu: ully as required under 
the Taft-Hartley law. 

Mr. Horr. Do the employees get a report ? 

Mr. Bromautist. They do not receive a copy, but a copy is available 
at the fund office. 

Mr. Hour. Where is the fund office ? 

Mr. Bromautsr. In Ohio, in the center of the geographic area in 
which the employees are located. 

Mr. Hour. Does the State of Ohio have any laws governing that? 

Mr. Biromeavtist. They do not. 

Mr. Horr. How about the State of Ilinois? 

Mr. Bromauist. It does not, either. 

Mr. Horr. Are they considering any in Illinois? 

Mr. Buomauist. Not so far as I know. 

Mr. Granam. Mr. Blomquist, you mentioned the fact that you ad- 
minister the funds in some instances. What safeguards do the em- 
ployees have with regard to the action of the trustees in direc ‘ting you 
to make payments, for example ? 
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Mr. Biomauisr. The trustees do not direct us to make payments. 
The payments are made under insurance contracts, which are issued 
by insurance companies, and payments of benefits are made in accord- 
ance with those insurance policies. Those policies are purchased by 
the trustees as a result of competitive bidding between various insur- 
ance companies, In practice, we as the administrator process the 
claim for payment, and it is processed in accordance with the claim 
procedures and the contractual agreements with the insurance 
company. 

Mr. Horr. Do you handle any self-insured funds ? 

Mr. Biomquist. We do not. 

Mr. Hour. I was curious about this. What would you say, in your 
practice, is the dollar value received for each dollar that is paid into 
the fund? By that I mean in many instances an employer contributes 
10 cents an hour. However, perhaps only 6 cents of that 10 cents 
is used to buy some type of benefit and pay administrative costs. Then 
you have your other 4 cents that lays in reserve of some nature. 

Mr. Bromauist. There is a wide variation in that, depending upon 
the degree of maturity of the fund. A fund which bes Been it in exist- 
ence for some period of years may have set aside all the reserves that 
they feel it necessary to have. From that time on, all of the receipts of 
the fund are utilized to cover the cost of administration and the cost 
of benefits, and nothing else, which is true of any group insurance fund, 
whether it be a multiple employer plan or a single employer plan. 

Mr. Hott. A welfare plan ? 

Mr. Biomauist. Yes. 

Mr. Hour. Do you consider the funds running from contract date 
to contract date or as a carryover / 

Mr. Biomauist. Well, in a practical sense it is continuous. Actu- 
ally, of course, the insurance policies and our administrative agree- 
ments are on an annual basis. But this is, in practice, academic. 

Mr. Hour. Under your discussion at the bottom of the page where 
you refer to level- of- benefit pli in, about the employers contributing 
the minimum, I have a question about that. I have not heard during 
our hearings enough evidence or enough reasons as to why these level- 
of-benefit pl: ins should not be publicly disclosed. 

Mr. Orvorr. Remember, I am t: alking about pensions and not about 
welfare benefits. “ Pensions are distine tly different from the others in 
that the money is set aside now for later distribution, whereas in 
velfare benefits the claims can occur from the time the plan starts 
operation. Under the Treasury regulations, an employer has a mini- 
mum commitment to meet to maintain actuarial solvency of the plan, 
and has a permissible larger amount that he can contribute and take 
a tax deduction for. So there is this minimum and maximum con- 
tribution limitation in the law. When we value a plan that is being 
negotiated, we value it on a conventional basis, and generally on the 
assumption that the initial unfunded liability will be : amortized over a 
period, we will say, of 30 years. The employer can contribute at a 
higher rate so as to liquidate that unfunded liability in a shorter 
period of time. The majority of our employer clients in negotiated 
plans do contribute in excess of what they have appraised the cost 
of the plan to be, to create a cushion against subsequent. costs. 

Mr. Hour. What do you mean by subsequent costs ¢ 
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Mr. Orvorr. Against the possibility that in later years he may not 
want to make the full contribution of the X cents per hour. We have 
seen that in the last year where the employers are not making as large 
a contribution as they have in the past, primarily because of the tight- 
ness of money, and expanding their operations. So they are eating 
off of that cushion established by using the money for construction, 

Mr. Hort. Your point here is that if they have to make public dis- 
closure of that—— 

Mr. Orvorr. There is no question in my mind from the discussions 
[ have had with employers, that if they had to make public disclosure 
they would not contribute in excess of their requirement. If they rep- 
resent a plan as costing, say, 10 cents an hour, and they may now be 
concributing 15 cents, and if they disclose that they are contributing 
15 cents they will expect to be committed to an expenditure of 15 ¢ ents 
an hour. 

Mr. Hour. Thank you. 

Mr. House. When they contribute the 15 cents an hour instead of 
a minimum of 5, they get a tax deduction based on the larger con- 
tribution they make: is ths at correct ? 

Mr. Orvorr. That is correct. 

Mr. House. Generally speaking, the employer’s policy of making 
larger contributions is to get the benefit of this tax deduction in the 
years when his profits are running fairly well. 

Mr. Orworr. Presumably the tax deduction would be the same 
whether it was in 1 year or another year. 


Mr. House. Wouldn’t the tax deduction be eliminated in the year 


when he has no profits from which to take his deduction ¢ 

Mr. Orvorr. Yes. 

Mr. Hovsr. Therefore, isn’t the incentive to make the larger con- 
tributions primarily a tax incentive, which will continue whether the 
matter is publicized or not? 

Mr. Orvorr. That is a matter of opinion. It is my feeling from 
discussions that I have had with employers that they are interested 
in creating a cushion so that they have greater flexibility in the timing 
of their subsequent payments. They can have greater control of the 
timing of the payments. Their eventual costs are going to be the 
same. The same benefits will be paid from the plan, but they can 
control the timing of their input. 

Mr. House. Are not most pension plans nonnegotiated and volun- 
tary on the part of employers? 

Mr. Ortorr..A few years ago my answer would have been “Yes.” 
Today I am not sure that that is so. 

Mr. Hott. I have no further questions, Mr. Chairman. 

Mr. Gwinn. I just wanted to make sure that you have the facts, and 
maybe you have given them, to show why this legislation should be 
enacted, or some “such legislation, that disclosure should be made. 
What facts have you got to support that ? 

Mr. Orvorr. Sir, I am not in sympathy with the contemplated legis- 
lation. I do not feel that it will accomplish the objectiv es desired. 

Mr. GwINnN . As far as you are concerned, your companies make dis- 
closures in every State, I suppose, so that ‘this legislation would not 
add anything to the disclosures that you already make, as far as your 
liability is concerned, and your ability to pay those contracts? 
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Mr. Orvorr. We are not an insurance company. Our function is 
that of consultants to plans, and the plans must disclose, of course, to 
the Treasury Department, the contributions made, the income and the 
disbursements, the assets and liabilities, of plans. ’ 

Mr. Gwinn. You do not think the facts in the industry warrant 
this nationwide legislation ? 

Mr. Orvorr. I feel that there are abuses with respect to welfare 
plans which this kind of legislation will not correct. ; 

Mr. Gwinn. Nor are there corrective measures, according to your 
judgment, available in each State to correct the abuses that are being 
made, so far as you know? 

Mr. Orvorr. I am not aware that there are. 

Mr. Gwinn. That there are what ? 

Mr. Orvorr. I am not aware that there are corrective measures in 
the States, and I am not satisfied that any legislation can be drawn 
that will correct the situation. It is my feeling that the concept I 
am presenting will accomplish the objective more effectively and more 
economically than the type of legislation being considered. 

Mr. Gwinn. That is, without legislation ? 

Mr. Orvorr. With legislation, sir. 

Mr. Gwinn. Federal? 

Mr. Orvorr. It is immaterial, under my concept, whether the juris- 
diction be Federal or State. 

Mr. Gwinn. Thank you. 

Mr. Houses. Mr. Chairman, before you close the meeting, may I add 
one thing ? 

Mr. Mortimer Denker was supposed to have appeared today as a 
witness in the panel with Mr. Orloff and Mr. Blomquist. He had to 
cancel his arrangements to appear because something else came up. 
He submitted a written statement addressed primarily to level of bene- 
fit plans. It is a plea to exclude what he calls definite benefit plans 
from the scope of the legislation on grounds somewhat similar to those 
submitted by Mr. Fitzhugh. I wanted to submit that for the record. 

Chairman Barven. Without objection that will be incorporated in 
the record. 

(Mr. Denker’s prepared statement follows :) 


STATEMENT OF MORTIMER M. DENKER, VICE PRESIDENT AND DrIREecToR, JOHNSON 
& HIGGIns 


My name is Mortimer M. Denker. I am a vice president and director of Johnson 
& Higgins, and the officer primarily responsible for the group-insurance and 
pension-planning activities of our firm. Our firm has branches in 13 key 
cities of the United States, and is one of the largest organizations in the em- 
ployee benefit planning and consulting field. We serve as actuaries and 
consultants to more than 600 clients in connection with their employee-benefit 
plans affecting millions of employees and beneficiaries. Our clients include cor- 
porations, trade associations, municipalities, jointly managed Taft-Hartley trust 
funds, schools, and other nonprofit organizations. 

We do not anticipate that the enactment of any of the proposed bills will have 
a detrimental effect upon our business and, consequently, we feel that we can 
look upon the various bills that have been submitted in an impartial and un- 
prejudiced fashion. I am appearing here today in the hope that the breadth and 
diversification of my and my firm’s experience in the field and our views on 
the proposed legislation may be beneficial to the committee. 

We have naturally followed with interest the various investigations and hear- 
ings that have been conducted in connection with welfare and pension plans. 
In my opinion, these investigations have, of themselves, gone a long way toward 
creating an atmosphere where the abuse and misuse of funds will be held to a 
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minimum. To me, the code of ethical practices adopted by the AFL-CIO and 
the recently announced code of practices developed by the National Association 
of Insurance Commissioners are very heartening developments. 

I should like to make it clear, however, that we are in favor of legislation 
that may be necessary to correct the abuse and misuse of welfare and pension 
funds which would have the effect of depriving beneficiaries of benefits which 
otherwise would have been received under these plans. In helping to prevent 
future abuse, we believe that the proposed registration, reporting and disclosure 
requirements should be effective. 

However, we respectfully suggest that such requirements should not be im- 
posed upon the large number of plans which are on a definite-benefit basis as 
opposed to a fixed-contribution or indefinite-benefit tvpe of plan. To my knowl- 
edge, there has been no important case where it has been shown that it would 
be in the interest of the public welfare to subject definite-benefit plans to the 
registration, reporting and disclosure requirements. Neither has there been any 
evidence developed which would indicate that there has been any abuse or misuse 
of funds in these plans which would have the effect of depriving beneficiaries of 
benefits due them. I should like to point out that adoption of the proposed re- 
quirements in areas where they are not necessary can only result in saddling the 
administrators of these plans with a great deal of unnecessary work and costs 
and the taxpayers with a great deal of unnecessary expense. 

In our opinion, limiting the application of the proposed legislation to fixed- 
contribution plans would accomplish the basic purpose of discouraging further 
abuse without subjecting the vast majority of plans which have shown no 
abuse to unnecessary and expensive reporting and disclosure requirements. 

We would like to submit for the further consideration of your committee the 
following reasons why we believe it would be unwise for the Congress to require 
registration, reporting, and disclosure at this time with respect to pension and 
welfare plans other than those established on a fixed-contribution basis. 

1. Lack of evidence indicating abuse in definite-benefit plans 
The most evident areas of abuse in the field of welfare and pension plans seem 
to be the following: 

(1) Excessive commissions. 

(2) Excessive administration fees. 

(3) Use of administration expenses for purposes other than adminis- 
tration. 

(4) Unequal treatment of insurees by insurance companies as to dividends 
or premium credits. 

(5) Nepotism. 

(6) Looting or embezzlement as well as gross misabuse of funds for ex 
penses of fund officials. 

(7) A failure to achieve under the Taft-Hartley Act a true dual admin- 
istration of funds. 

To my knowledge, there has been no evidence developed which would indicate 
that most of these abuses could possibly occur in definite-benefit plans. Even 
in the few areas where it might be possible for abuse to occur, such as excessive 
commissions, nepotism, or unequal treatment of insurees by insurance com- 
panies, it is hard to see where such abuse could have the effect of depriving 
beneficiaries of benefits which they would otherwise have received under a 
definite-benefit plan. 

All of the above types of abuse which have been disclosed by various investiga- 
tions have generally applied to the fixed-contribution type of plan. This is true 
in spite of the fact that definite-benefit plans outnumber fixed-contribution plans 
by about 10 to 1. 

If as a result of further study and investigation, abuse is found in the area of 
definite-benefit plans, appropriate legislation can then be considered. It seems 
reasonable, therefore, that until such abuse has been found, the burden of regis- 
tration, reporting, and disclosure should not be imposed on this large segment of 
benefit plans. 


2. Lack of opportunity for abuse in definite-benefit plans 
Under the definite-benefit plan the employer usually provides his employees 
with specific benefits and agrees to pay either the entire cost of such benefits, 
or the balance of the cost over and above the employee's stipulated contributions. 
In such a plan, the opportunity for such major abuses as looting, embezzlement, 
excessive administration fees, use of administration expenses for purposes other 
than administration is practically nonexistent. When an employer has a definite 
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benefit plan which he administers, regardless of whether the plan is collectively 
bargained or not, the usual administration system is that premium payments 
are made directly by the employer from his cash or working capital account to 
an insurance company or trust company. There are no loose moneys lying around 
as is the case in the fixed-contribution type of plan where payments are collected 
from a large number of employers and go into a central collecting point after 
which only part of these payments is passed on to an administering agency, such 
as an insurance company or bank. Furthermore, in the usual definite-benefit 
plan, there are no special administration fees or possibilities for looting or em- 
bezzlement other than the dishonesty of an employee in the accounting or payroll 
department of the employer—a risk the employer assumes in entrusting any 
employee in the normal conduct of his business. Such dishonesty of an employee 
can hardly be legislated out of existence. It should seem clear that the most 
scandalous abuses have occurred in connection with the siphoning off of loose 
moneys in the fixed-contribution type of plan for purposes in no way connected 
with the plan. 

Obviously, if a definite-benefit plan is not administered economically by the 
employer, or if the employer purchases benefits from an insurance company at 
a cost higher than is necessary, the one who suffers is the employer—not the 
beneficiary. Consequently, any possible abuse in the area of nepotism, or exces- 
sive commissions (which apparently will be controlled by the National Associa- 
tion of Insurance Commissioner’s Code) would not operate to deprive the bene- 
ficiaries of benefits due them. In our opinion, this is a most significant consid- 
eration. 

Notice should be taken of the fact that some persons have maintained that 
disclosure of cost information to beneficiaries in definite-benefit plans would 
cause some employers to purchase benefits at a lower cost and pass on the savings 
to the beneficiaries in the form of higher benefits or lower employee contribu- 
tions. We have strong doubts as to whether this in fact would be the case. A 
very large proportion of definite-benefit plans are established on the basis of 
industry or area benefit patterns—not cost. 

I should like to make it clear at this point that we are in no way contending 
that dishonesty is the sole province of union officials, Taft-Hartley fund trustees, 
or other persons connected with fixed-contribution plans, or that all of the 
individuals connected with definite-benefit plans are, per se, above reproach. 
However, we do contend quite firmly that the mechanics of the definite-benefit 
plan limit to an irreducible minimum the possibility of abuse. 


8. Inadequate study has been given to the possible impact of proposed require- 
ments on benefit planning 

To date, we have not seen anything to indicate that consideration has been 
given to the possible impact on the growth and development of welfare and 
pension plans that would result from the proposed registration, reporting, and 
disclosure requirements. From our experience in this field, we can envision 
many problems which might result from such requirements. For example, it is 
not unlikely that many employers would become less progressive in experiment- 
ing with new and more comprehensive types of benefits for their employees if 
their every move were open to public view and subject to possible criticism—often 
without a complete understanding of the many complex factors underlying the 
adoption of such a plan. 

The history of the welfare and pension plan movement in this country shows 
that a great many plans started from humble beginnings with a nominal con- 
tribution from the employer. As conditions permitted, however, employers par- 
ticipated to a greater extent. It is entirely probable that, had these employers 
been required to disclose their original limited participation in the cost of these 
plans, a great many of the plans now in effect would probably never have come into 
existence. 

Also, there are many occasions when it is necessary and desirable to set aside 
appropriate contingency and other reserves to assure, to the maximum degree 
possible, the fulfillment of the promises being made to the beneficiaries of a sound 
welfare and/or pension plan. Often determination of the amount of such reserve 
requires consideration be given to a host of technical factors, like future interest 
rates, rates of employee turnover, and so forth. It is apparent that the disclosure 
of such reserves, without a complete understanding of what they stand for and 
the need for them, can only result in premature pressures to reduce such reserves 
or use them to increase benefits, with the resultant effect that the security under- 
lving these programs will become seriously impaired. 
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4. Proposed requirements would result in substantial administrative costs to the 
employers and taxpayers 


There can be little doubt that the expense inherent in the registration, report- 
ing, and disclosure requirements of the proposed legislation, if applied to all plans, 
would be substantial to both the employer and the Government. One has but to 
contemplate the costs involved in the preparation and submission of the nec. 
essary information in the form prescribed to the appropriate Government agency, 
the development and printing of the necessary information to be distributed to 
employees and their beneficiaries, the actual distribution by hand, or through the 
mails to all the employees and their beneficiaries, and the hiring and training of 
necessary personnel to answer questions on such releases, to realize that this will 
run into substantial sums of money for employers. Similarly, the cost to the 
Government to collate, interpret and analyze the registration forms and annual 
reports alone will run into millions of dollars. In these days, when the Govern- 
ment is making every effort to trim its expenditures and reduce the enormous 
burden on its taxpayers, the incurring of this substantial additional cost in an 
area where it has not been ascertained that any abuse exists would not appear 
to be prudent. 

CONCLUSIONS 


Summing up our views, we feel that it would be unwise for the Congress to 
enact, at this time, legislation requiring registration, reporting, and disclosure 
with respect to definite benefit plans. In the first place, no meaningful evidence, 
to our knowledge, has been developed demonstrating abuse with respect to defi- 
nite benefit plans. Secondly, as has been shown, there is little opportunity, if any, 
for meaningful abuse under this type ofgplan that would have the effect of depriv- 
ing employees and their beneficiaries of any benefits. Thirdly, we have shown 
that the employee benefit planning movement could suffer appreciably as a result 
of proposed registration, reporting, and disclosure requirements. Lastly, there 
would appear to be no reason for imposing this additional administrative burden 
on the Government and financial burden on the taxpayer. 

We appreciate the opportunity of being able to present to your committee our 
thoughts with respect to the pending legislation, and trust that our comments 
may prove helpful to you. 


Chairman Barpen. Mr. Orloff and Mr. Blomquist, we appreciate 
your coming here. 

We will have to recess the committee now. The committee will re- 
convene tomorrow morning at 9: 30 a.m. 
(Whereupon, at 12:15 p. m., the committee was recessed, to recon- 
vene at 9:30 a. m., Wednesday, July 17, 1957.) 
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WEDNESDAY, JULY 17, 1957 


Hovsr or REPRESENTATIVES, 
CoMMITTEE ON EpucaTION AND LABor, 
Washington, D. C. 

The committee met at 9:30 a. m., pursuant to recess, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman), 
presiding. 

Present: Representatives Barden, Bailey, Perkins, Wier, Roosevelt, 
Holland, Gwinn, Kearns, Holt, Wainwright, Frelinghuysen, Nichol- 
son, Griffin, and Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. 
Graham, minority clerk; A. Regis Kelley, clerk; Robert E. McCord, 
clerk; Martin S. House, special counsel on welfare and pension legis- 
Jation; Kennedy W. Ward, assistant general counsel, and Russell C. 
Derrickson, chief investigator. 

Chairman Barpen. The committee will be in order. 

Gentlemen, we have invited to be with us this morning Mr. Gardner, 
who wants to speak in behalf of the American Bankers Association in 
connection with the subject we are dealing with, and Mr. Gibbons, who 
is with the Corn Exchange Bank of New York. 

I believe you gentlemen want to appear together. 

Mr. Garpner. That is correct, sir. 

Chairman Barpen. I think just a word as to why these gentlemen 
are here might be of some interest. In discussing this subject, we 
found that there was a rather important place held by the banks, so I 
contacted some of the banks. I contacted these gentlemen and invited 
them here. They have very kindly consented to come and help us. 

I am sure the other members feel, as I do, that we very greatly 
appreciate your interests. 

If you will identify yourselves to the reporter, you may proceed in 
any manner you might wish. 


STATEMENT OF ESMOND B. GARDNER, VICE PRESIDENT, CHASE 
MANHATTAN BANK, NEW YORK CITY, ACCOMPANIED BY JOHN 
L. GIBBONS, EXECUTIVE VICE PRESIDENT OF THE CHEMICAL 
CORN EXCHANGE BANK OF NEW YORK CITY AND CHAIRMAN 
OF THE COMMITTEE ON EMPLOYEE TRUSTS 


Mr. Garpner. My name is Esmond B. Gardner. I am as vice presi- 
dent of the Chase Manhattan Bank of New York City and a member 
of the committee on employees trusts of the trust division of the 
American Bankers Association. Present also, at your invitation, is 
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Mr. John L. Gibbons, who is an executive vice president of the Chem- 
ical Corn Exchange Bank of New York City, and chairman of that 
committee. Mr. Gibbons testified on behalf of our committee before 
the Senate committee. 

Our committee represents the banks and trust companies of the 
country which are serving in fiduciary capacities in connection with 
pension plans and deferred profit-sharing plans, and also with some 
welfare plans. These plans are qualified under the Internal Revenue 
Code. 

We are firmly convinced that there are sufficent safeguards already 
in existence in regard to such tax-approved pl: ins to prevent the abuses 
of the kind exposed in this general field. Those abuses seem to fall 
into two categories; namely, the embezzlement type and the unfair- 
dealing type. Nosuch abuses have been found to exist in tax-approved 
plans. They have been found only in welfare plans which have not 
been qualified under the Internal Revenue Code. We, therefore, rec- 
ommend that the tax-approved plans be excluded from the burden 
of duplicate reporting in any legislation that may be adopted, and we 
appreciate this opportunity to present to you the facts upon which 
we base our recommendation. Our recommendation covers all tax- 
approved plans and not only those which are served by banks and trust 
companies. This will include some level-of-benefit plans, some cents- 
per-hour plans, and some Taft-Hartley plans. 

We would, first, like to point out the very sharp and clear distine- 
tion between a pension or deferred profit-sharing plan on the one hand 
and a welfare plan on the other. 

Fundamentally, a pension or profit-sharing plan provides a de- 
ferred benefit which, in the usual case, increases from year to year 
and involves the accumulation of substantial reserves. For example, 
about $14,000 to $15,000 is required to pay $100 per month for life to 
a man aged 65. On the other hand, a welfare plan provides a current 
benefit—namely, the protection against such hazards as death, hospi- 
talization, medical and surgical costs, temporary disability, and lay- 
off. In these plans, at the end of each fixed period, the liability for 
that period is determinable and, consequently, there is no need for the 
accumulation of any substantial reserves. 

The distinction between these two types of plans is recognized in 
the tax laws, both in respect of the deduction for contributions and of 
the exemption from income tax to the trust. The deduction for a 
contribution to a pension or profit-sharing plan is taken under sec- 
tion 404 of the Internal Revenue Code, while the deduction for a con- 
tribution to a welfare plan is taken under section 162 (a) as an ordi- 
nary and necessary business expense. 

The tax-exempt status of a pension or profit-sharing plan requires 
qualification under section (01 (a) of the code. There are, in fact, 
three tax consequences arising in connection with such qualified plans: 

The employer is allowed a deduction from taxable income for 
contributions thereto within limits prescribed. 

The income, interest, dividends, and realized capital gains are 
exempt from tax. 

The employee is not subject to tax until entitled to receive a 
benefit. 

The tax-exempt status of a welfare plan requires qualification under 
section 501 (c) (9) of the code. Only a relatively few, in number, 
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of these plans are so qualified, as the only tax consequence is exemp- 
tion from income tax and the great majority of such plans do not 
have investment income. It is believed that the number of such tax- 
qualified plans is less than 1,000, including supplemental unemploy- 
ment benefit (SUB) plans such as those in the auto and steel indus- 
tries, Which are usually qualified under this section of the code. 

The Internal Revenue Service has reported that there are about 
36,600 tax-qualified pension and profit-sharing plans. Estimates as 
to the total number of pension and welfare plans range from 250,000 
to 500,000. Accordingly, the great bulk, in number, of plans lies in 
the welfare field, of which only a few are tax qualified. It is the 
36,600 plans which have nearly $30 billion of assets and are receiving 
nearly $4 billion in annual contributions. This amount also repre- 
sents their annual growth, as the benefit payments are presently being 
offset by investment income. 

We have now defined the tax-exempt plans to which our recom- 
mendation applies, and have established the approximate number of 
such plans as well as the approximate total value of their assets and 
the approximate rate of their annual growth. Although the number 
of such tax-approved plans is small relative to the total, say 10 percent, 
the total assets are such that the amount of time and expense required 
for reporting is substantial. 

It is our contention that the procedure required to establish and 
preserve the important benefits of tax exemption has been a major 
reason for the total absence of abuses in the administration of these 
plans. In view of the complexity of those requirements, we will out- 
line the procedure only in connection with a pension plan. The funda- 
mental requirement set forth in section 401 (a) of the code is that 
trusts created in connection with such plans may be exempt from in- 
come taxes only— 
if under the trust instrument it is impossible, at any time prior to the satis- 
faction of all liabilities with respect to employees and their beneficiaries under 
the trust, for any part of the corpus or income to be, within the taxable year 
or thereafter, used for, or diverted to, purposes other than for the exclusive 
benefit of the employees and their beneficiaries. 

In order to qualify such plans, it is necessary to submit to the In- 
ternal Revenue Service copies of the plans and trust agreements, in 
formation concerning the 25 highest paid —Ee a statement re- 
garding the compensation of all employees, a schedule of the covered 
and total employees, a balance sheet and statement of receipts and 
disbursements of the trust, a statement of the actuarial assumptions 
employed, and a summary of the contributions and of the deductions 
claimed. After reviewing the information submitted and, frequently, 
after requiring changes in the plan or trust agreement, the Internal 
Revenue Service issues a formal letter of qualification. A similar 
procedure must be followed in the event that the plan or trust agree 
ment is amended. 

The Internal Revenue Service does not, however, terminate its scru- 
tiny with the issuance of a qualification letter. On the contrary, it 
requires annual reports to be filed on form 990P. This form calls for 
a detailed statement of receipts and disbursements, and a balance 
sheet showing a breakdown of assets in such form as to pinpoint 
investments in employers’ securities. Dealings between the trust and 
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the employer must be particularized. Every penny received and dis. 
bursed by the trustees must be accounted for. The return must be 
signed by the trustee annually; the employer claiming an income-tax 
deduction for his contributions must annually file the same informa- 
tion as is filed for the initial qualification as set forth previously. 

Another point relates to the actuarial soundness of a qualified pen- 
sion plan. While the Internal Revenue Code does not expressly require 
that such a plan must be actuarially sound, the practical effect of the 
Internal Revenue Service’s Pension Service, P. S., Ruling No. 57 is 
that a plan may lose its qualification if at any time the contributions 
are not sufficient to maintain a fund which ie equal at least to the 
aggregate of the current service costs plus interest on the initial past 
Service cost. 

With reference to the investment of the funds of such pension plans 
in securities of, or loans to, the employer, the Internal Revenue Service 
closely scrutinizes such transactions. Procedures in this regard are 
set forth in Revenue Procedure 56-12 and Revenue Procedure 56-33, 
Pension Service, P. S., Ruling No. 49 as modified by Revenue Ruling 
57-163, requires submission of detailed data in connection with the 
purchase of any security of the employer. The purpose of this is, of 
course, to assure that no part of a trust fund is diverted to purposes 
other than for the exclusive benefit of the employees in violation of 
the statutory provisions contained in the Internal Revenue Code. 

Favorable rulings on the acquisition of securities of the employer 
usually depend upon a showing that the investment will provide a 
fair rate of return commensurate with the prevailing rate, that suffi- 
cient liquidity will be maintained by the trust so as to permit distribu- 
tions in accordance with the stated purposes of the plan, and that 
the safeguards of prudent investing would exist. 

Another point in connection with investing in employer securities 
is that section 503 (c) of the 1954 Internal Revenue Code specifically 
sets forth as “prohibited transactions” items such as loans to the em- 
ployer without adequate collateral or at insufficient interest rates and 
almost every other conceivable arrangement whereby an employer 
could take unfair advantage of the trust. The penalty for a violation 
is disqualification for tax purposes. 

A further provision to assure that the trust shall be used for the 
exclusive benefit of the employees is set forth in Pension Service 
Ruling, P. S., No 56 and in Revenue Procedure 56-12 which require 
that advance notice be given to the Treasury Department before any 
distributions can be made in connection with the termination of a plan. 

These points are only a few examples from an enormous body of 
regulations and rulings governing the administration of tax-qual- 
ified pension funds which have been issued by the Internal Revenue 
Service in order to assure that no part of such funds can be diverted 
to purposes other than the exclusive benefit of employees. The em- 
ployer and the trustee must comply with all these regulations and rul- 
ings in order to preserve the tax qualifications of the trust. The loss 
of that qualification would be a severe penalty. It could mean that 
the contributions by the employer to the fund would not be deductible 
for tax purposes and this might be applied retroactively to several 
years of contributions; it could also mean that the trust would be sub- 
ject to income tax on its investment income which would be assessed 
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on the basis of rates applicable to an individual and this also might 
be applied retroactively. These severe penalties provide a most potent 
incentive ot make certain that such a fund is administered exclusively 
for the benefit of the employees. 

In addition to these tax considerations, the employer who is con- 
tributing to a tax qualified pension trust has, in most cases, a further 
incentive to make sure that the trust is being administered with maxi- 
mum economy and investment intelligence. 

Most pension plans whose funds are trusteed provide for fixed pen- 
sion benefits to be paid commencing with an employee's retirement. 
The pension trust can be regarded as merely a method of funding the 
employer’s hability for these payments. To this extent, the trust 
is a reserve which the employer sets aside to satisfy a future commit- 
ment. The cost of providing the pensions is a cost of doing business 
which a businessman will scrutinize just as carefully as other expense 
items. Therefore, in plans of this kind, there is every incentive on the 
part of the employer to see to it that the trust fund is administered 
in a sound, economic, businesslike and honest manner. 

This same thinking in regard to a level-of-benefit plan can be ap- 
plied to a cents-per- ‘hour pension plan. Many of the plans under 
which employers contribute on a cents-per-hour basis, particularly 
among those negotiated on an industrywide basis, actually provide 
fixed pension benefits. The amount of these benefits is determined 
actuarially on the basis of the expected contributions. If sufficient 
funds are not available to pay the benefits when due, additional funds 
will have to be contributed unless the plan is terminated or the benefits 
reduced. 

Consequently, in a cents-per-hour pension plan, employers have an 
incentive to see that the fund is administered in a sound, economic, busi- 
nesslike and honest manner. 

This need not be true in a welfare plan which, being on a year to 
year basis, would not require additional contributions to make up for 
past deficiencies. Again, your attention is called to the fact that no 
abuses have been found in the tax- -approved plans, whether pension or 
welfare, and whether on a level-of-benefits or on a cents-per-hour 
basis. 

We turn now to the procedure for tax qualification of welfare plans 
which include supplemental unemployment benefit plans. As pre- 
viously stated, the only reason for qualifying such plans is to obtain 
an exemption from income tax on investment income and the great 
majority of welfare plans do not have any investment income as, unless 
they are operated on a pay-as-you-go basis, they are usually admin- 
istered through insurance company contracts on a year-to-year basis. 

As stated, the employer may deduct his contribution for tax pur- 
poses regardless of whether or not the plan is tax qualified. In the 
relatively few plans when there is investment income for which tax 
exemption is desired, such a trust fund can be qualified under section 
rt :)(9) of the Internal Revenue Code. The trustees are required 

file annual information returns in order to maintain their tax- 
titel status. These returns require information similar to that 
which is furnished in the case of pension and profit-sharing trusts and 
the effect is to permit the Commissioner to determine whether the true 
purpose of the fund is to provide benefits to the members under the 
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plan. Thus the Commissioner has much the same powers of surveil. 
lance over these funds as he has overqualified pension and profit- 
sharing funds. 

Here, again, the threat of the loss of tax exemption to the fund and 
of the loss of the tax deduction to the employer, which could result 
from a diversion of the funds to purposes other than the benefit of 
employees, constitutes an exceedingly strong incentive to self-police 
these tax-qualified funds in such a way that the Internal Revenue 
Service will at no time have any grounds for disqualifying their tax- 
free existence. 

To sum up so far, we contend that further registration or regula- 
tion of tax-qualified plans whether pension, profit sharing, or welfare 
and whether level of benefits or cents per hour, would be only an un- 
necessary duplication of existing requirements and would subject the 
employers and/or the employees and the Federal Government to ex- 
orbitant unnecessary expense. We do not believe there is any justifica- 
tion for such duplication in these situations in which no abuses exist. 

This leaves for discussion the question of reporting with respect to 
the administration of these tax-approved plans. If the purpose of the 
reporting is the prevention of abuses, then the present reporting of 
complete information to the Internal Revenue Service, in statements 
subject to the penalties for perjury, is obviously sufficient and has been 
so proven. 

If the purpose of the reporting is to provide statistical information, 
which we believe would be desirable, we point out that all the pertinent 
information in connection with tax-qualified plans is already being 
furnished to the Internal Revenue Service so additional reporting 
would not be necessary for that purpose. 

Mr. Baizey. Is it your information that any statistics and data you 
might report to the Internal Revenue Service is not available to the 
public, any more than the records of an individual would be? 

Mr. Garpner. My understanding is that that is true in regard to 
individual information, of individual accounts. But the Internal 
Revenue Service has published statistics in connection with tax- 
approved plans. 

In 1946 they told the number of plans, the amount of dollars, the 
amount of tax deductions for the period, and separated that informa- 
tion between pension plans and profit-sharing plans. 

Mr. Battery. Your contention is that since you make that report 
you do not think additional disclosure of information is necessary ? 

Mr. Garpner. That is right. 

Mr. Battery. Thank you, Mr. Chairman. 

Mr. Garpner. If the purpose of the reporting is to furnish informa- 
tion to employees, we believe that this has been regarded to date as a 
matter for personnel policy or for union negotiations in each in- 
dividual case, and, therefore, is primarily of concern to employers 
rather than to professional trustees. We know that in some cases in- 
formation is presently being furnished to employees, to unions, or to 
the public in annual statements, some in summary form and some in 
detail including a list of assets. Most profit-sharing plans and most 
money purchase pension plans are believed to report in considerable 
detail. In each of those two types of plans, the amount of the em- 
ployee benefits is dependent upon the market value of the investments. 

We would like to point out, however, some of the disadvantages to 





Irveil: 
profit- 


id and 
result 
efit of 
police 
venue 
T tax- 


gula- 
elfara 
in un- 
ct the 
to ex- 
tifiea- 
exist. 
ect to 
of the 
ng of 
ments 
s been 


ation, 
tinent 
being 
wrting 


a you 
to the 


ird to 
ternal 
| tax- 


‘s, the 
orma- 


‘eport 
y ? 


orma- 
eas a 
-h in- 
loyers 
es in- 
or to 
me in 
most 
rable 
e em- 
nents. 
res to 


WELFARE AND PENSION FUND LEGISLATION 407 


requiring compulsory reports to employees in all cases. In the first 
place, this would lead to a substantial expense to employers and/or 
employees. If the report had to be filed with a governmental agency, 
other than the Internal Revenue Service, there would be additional 
expense to the Federal Government also. Neither expense seems 
justified in regard ‘to plans in which no abuses exist. In the second 
place, the furnishing of detailed investment information to employees 
might possibly under certain circumstances be disadvantageous as: 
1. in the hands of the employees, it could result in more con- 
fusion than enlightenment ; 
2. in the hands of the public, it could interfere with the com- 
pletion of an investment program ; 
3. in the hands of competitors, it could disclose information 
resulting in advance effects ; 
4. it could also affect the credit standing of a particular com- 
pany; and 
5. it could affect the investment market of the securities of a 
particular company or possibly the general market. 

There is only one more point. The growth of tax-approved plans 
during recent years has been remarkable, healthy, and, we believe, 
good for the economy of the country. Before enacting any legislation, 
specific consideration should be given to the danger that it might im- 
pedé or discourage the installation of new plans or the continuation 
of existing plans as either of those results would be harmful to em- 
ployees, to employers, and to the country in general. 

We wish to thank you for the opportunity of appearing before you 
today and to assure you of our willingness to cooperate with you and 
your staff in the further consideration of your problems and in con- 
nection with drafting problems if any should arise. 

Thank you very much. 

Chairman Barpen. May I just ask this question: First, in num- 
bers, how many of all types make the type of complete disclosure to the 
Internal Revenue Department you described ? 

Mr. (iarpner. There are 36,000 of the pension and profit-sharing 
plans. We are not sure how many welfare plans, but we are fairly 
certain that there are no more than 1,000. So it would be a total of 
$7,600 plans. 

Chairman Barpen. Would you hazard a guess how many make no 
report to the Internal Revenue Service ? 

Mr. Garpner. The remainder of the total of 250,000 or 500,000, 
whatever the total figure may be. 

Chairman Barpven. In terms of dollars, the 36,600 to which you re- 
referred, I believe in your statement you said there was something 
like $30 billion. 

Mr. Garpner. That is right. 

Chairman Barpren. Then to the other approximately 200,000, there 
would be what, something like five or six billion dollars ? 

Mr. Garpner. I do not believe any information is available on the 
accumulation in those funds. 

Chairman Barpen. There have been estimates given here before 
the committee. I cannot recall] just who it was, but I do know that 
the figure has been handled here in the committee room indicating 
there was approximately $35 billion, with an increase at present of 
approximately $4 billion, I believe it was, per year. 
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Mr. Garpner. My understanding is that there is $4 billion in the 
tax-approved plans, the 37,600, I believe there is another $4 billion 
in the welfare plans that are not tax approved, making a total con- 
tribution of about $8 billion. 

Mr. Gizzons. Mr. C hairman, might I make a comment there? 

The 36,600 or 37,600 which have the $30 billion in assets and $4 
billion in annual contributions, those are the funds that go into re- 
serves and remain, and are invested. The other $4 billion is for wel. 
fare plans where they are paid out on a year-to-year basis and where 
there is very little, if any, reserve built up. 

Chairman Barpen. Then the net result of that would be that instead 
of the amount, dollar-wise, increasing $8 billion, it only increases ap- 
proximately $4 billion, 

Mr. Giegons. That is the point we would like to make; yes, sir. 

Chairman Barpen. Mr. Bailey, have you any questions? 

Mr. Batter. I have no questions. 

Chairman Barpen. Mr. Gwinn, have you any questions? 

Mr. Gwinn. Do you think that you have enough evidence to indicate 
from the facts that you know about the practices in these other cases 
beyond the 37,600, to warrant such legislation as is proposed here ? 

Mr. Garpner. Do you mean as applicable to the remainder of those 
plans? 

Mr. Gwinn. Yes. Let us assume that by some device, and I cannot 
figure it out, you would be exempt from making reports—— 

“Mr. GARDNER. Duplicate reports, sir. 

Mr. Gwinn. But the other fellows would be, under the law. 

Mr. Garpner. That would be duplicate reports, Mr. Gwinn. We 
make reports now. 

Mr. Gwinn. No, I mean assuming that distinctions could be made 
between those in your classification, let us say, and those others where, 
let us say, it is alleged that pilfering is taking place. Assuming that 
we can make such a law, do you have any inform: ition that justifies 
such a law about the conduct of the other funds or trusts? 

Mr. Garpner. Only the information that has been disclosed by the 
Senate committee and the New York State report, the New York State 
investigation. That is the only information that we have. 

Mr. Gwinn. Do you think that that justifies such legislation as is 
proposed here? 

Mr. Garpner. Do you mean on a Federal level, sir ? 

Mr. Gwinn. Yes. on a Federal level, on the theory that it cannot 
be taken care of or is not being taken care of, on the State level ? 

Mr. Gisrons. Our point on th: it, Mr. Gwinn, is that there may come 
a time when a Federal-level approac *h may be necessary. However, we 
feel that, from our experience in pension ‘and profit shari ing plans, the 
States should be given a further opportunity to enact en: abling legisla- 
tion, and further study should be made before a decision is reached 
about whether it should be approached on a Federal level. 

Mr. Gwinn. Your point of view would be that at the present time, 
no such legislation is necessary, and we are not speaking about what 
mav develop in the future. 

Mr. Grszons. I would like to preface my answer a bit by saying that 
we are concerned about this $30 billion. We are trustees of that 
amount of money, the major part of it, some of it is insured but we 
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have a substantial part of it and, therefore, our primary concern is 
with respect to reporting and disclosure of those funds under our 
jurisdiction. 

You are now talking about the annual contributions of $4 billion 
over and above that for what we call general welfare plans, I under- 
stand. 

Mr. Gwinn. That is right. 

Mr. Gissons. Again, I would feel personally that the Federal Gov- 
ernment should make further checks as to the necessity of a broad- 
base approach to this whole problem, to see if the States, and several 
have now enacted legislation, cannot control that themselves. 

Mr. Gwinn. Would you go so far as to say that the States should 
control it, and if they do not that is just too bad for the States, but 
the Federal Government has no business in this picture? Would you 
go that far ? ; 

Mr. Gipsrzons. I don’t think I would like to go that far, sir. I think 
the States should be given their opportunity, but if the States fail, 
then this committee or Congress should consider whether they should 
supplement the State control. 

Mr. Gwinn. Are you not getting yourself in deep water there ? 

Mr. Gissons. Probably. 

Mr. Gwinn. If you follow that theory, which is the theory that is 
giving us trouble in this committee in connection with Federal aid to 
education, if the Federal Government in its wisdom comes to the con- 
clusion that parents in Indiana, Illinois, and Missouri are not doing 
for their ch'ldren what should be done for them, according to Wash- 
ington, then Washington should take action. 

You do not subscribe to that, do you ? 

Mr. Gispons I personally subscribe to the theory that the Federal 
Government should not intervene in matters which can properly be 
taken care of by States. I cannot answer the question of what should 
happen if the States do not do their duty, but I think that the States 
should be given a further opportunity to show, to demonstrate, 
whether they can do their duty. 

Mr. Bartey. Will the gentleman from New York yield ? 

Mr. Gwinn. Let me follow this a little bit, and then I will yield. 

Mr. Battery. I only wanted to make the observation that we are 
talking about welfare funds. 

Mr. Gwinn. Iknow. Iam talking about that, too. 

If the States are not looking after their welfare funds, and by the 
same principle they are not looking after their children, then do you 
think that the Federal Government, under our concept, under our 
Constitution, has any right to interfere and, if so, what is that right? 

Mr. Gissons. That is a very difficult question for us to answer, 
because it is somewhat out of the sphere of our responsibilities. You 
ask me, though, and I will attempt to answer. 

I was on a school board for about 15 years, and I know my philoso- 
phy at that time was that we ought to take care of our own house, our 
own place, and not go outside. We are getting State aid in our school 
district, and while the tax rate has gone up very high, we still feel 
that that is the proper approach. 

Mr. Gwinn. Wouldn't that logically follow with regard to what we 
are talking about here ¢ 
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Mr. Grezons. If the purpose of this committee—and I believe it ig 
the fundamental purpose of this committee—is to prevent abuses, 
then I think the committtee should do all that it could do to prevent 
those abuses. 

Mr. Gwinn. That is, within the powers that we have under the 
Constitution, if we have any. 

Mr. Gispons. Yes, sir. I am not a lawyer, and I cannot answer 
that question. 

Mr. Gwinn. You look like a lawyer, and I thought I might take a 
chance. 

Mr. FretIncHuYsEN. Will the gentleman yield ¢ 

Mr. Gwinn. I must yield first to Mr. Bailey. 

Mr. Battery. I have no further comment until we get back to the 
subject before the committee. 

Chairman Barpen. Mr. Wier. 

Mr. Wier. I have listened with interest to the statement of the bank- 
ing fraternity, and I gather from it that we have a separate problem 
here. You are only in one phase of the $30 billion problem. Of course, 
we must assume that the banks have most, if not all, of the $30 billion 
within their depositories. 

Mr. Gissons. Might I clarify that a little bit? 

We do not have the exact figures, Mr. Wier, but of the $30 billion, a 
part is insured plans and a part is what we call trust plans, the type 
that we are interested in. We guess that it is about $17 billion to $13 
billion, the seventeen being the trust plans. 

Mr. Wier. I am assuming that for every one of these welfare plans, 
in toto, the deposits for those are in the banks of this country. 

Chairman Barpen. Will the gentleman yield ¢ 

Mr. Wier. Yes. 

Chairman Barpen. Ail of those funds are not in cash, but they are 
in securities. 

Mr. Wier. I understand, but they originate in cash, except the phase 
that they are laying stress on in the statement. I say that the original 
point of operation is depositing, for future use and current use, funds 
in your banks, either by joint or unilateral action, whatever it might 
be. You do not touch very much in your statement on what I assume 
to be the looeseness of the welfare funds in general. What I think you 
dwell on mostly here is that many of them are oldtime pension funds, 
originating several years ago, in many cases with management setting 
up and financing a separate pension fund. 

The problem we have here is much bigger than that. I don’t think 
the banks themselves have taken the initiative at all in interesting 
themselves in the general overall welfare plans, whether it is hospital- 
ization, compensation for injuries, sickness, vacations, or any of the 
other so-called fringe benefits. Your interest is primarily on the 
so-called secured and insured pension funds. Is that correct ? 

Mr. Garpner. The distinction that we believe should be made is 
between the tax-approved plans. The tax-approved plans include 
some of the plans which you mention, but many of those have been 
created and have qualified for tax purposes last year, the year before, 
and they are continuing now. They are plans some of which we serve 
as trustee. Sometimes there are joint boards in the labor negotiated 
industrywide plan. We are talking about the entire field of tax-ap- 
proved plans. 





ve it is 
abuses, 
yrevent 


ler the 
Answer 


take a 


to the 


» bank- 
roblem 
course, 
billion 


lion, a 
ie type 
to $13 


plans, 


ley are 


» phase 
riginal 
funds 
‘might 
issume 
nk you 
funds, 
setting 


- think 
resting 
spital- 
of the 
on the 


ade is 
nelude 
e been 
Je fc re, 
P serve 
tiated 
ax-ap- 


WELFARE AND PENSION FUND LEGISLATION 411 


Mr. Wier. Just tax approved ? 

Mr. Garpner. Yes, sir. 

Mr. Wier. There are 3 or 4 States that have now effected passage 
of legislation. Let us take New York, with which you are more 
familiar. Do you make complete reviews to the New York board 
on tax? 

Mr. Garpner. The New York law refers only to plans which are 
jointly administered. a 

Mr. Wier. Jointly administered ? 

Mr. GarpneEr. Yes, sir. 

Mr. Wier. So most of your accountings that you handle and in 
which you are interested are not reported ¢ 

Mr. Garpner. That is right. The majority of them are not reported 
to New York State. 

Mr. Wier. The same thing applies in the State of Washington. 
The trust funds are exempted. 

Mr. Garpner. Yes. 

Mr. Wier. I understand the same thing is true in California. 

Mr. Garpner. That is right. 

Mr. Wier. So for some unknown reasons, the worker who is cov- 
ered with only pension would not have available to him facts on 
the so-called welfare plans. 

Mr. Gippons. I believe that—certainly it is true of many of the 
funds that my bank administers—the information is available to every 
employee, and every booklet that goes out tells him that it is available 
to him. He may come in and ask for information, It is not sent out 
to him as a matter of practice, but it is available to him if he wants 
to know anything about it. 

Mr. Wier. Of all trust funds ? 

Mr. Gripeons. Yes, sir. 

Mr. Wier. In other words, what you are saying is that they are pub- 
lic, publicly made known ? 

Mr. Gipsons. No,sir. I say it is available to him. 

For instance, in our own bank, we have a trust fund to provide pen- 
sion benefits, and we have all the other welfare benefits. Any informa- 
tion that any employee wishes to get with respect to that plan he may 
get from the personnel department or the pension committee, if he asks 
for it. 

Mr. Wier. The charge has been made, both here and in the Senate, 
that these so-called trust funds sometimes involve quite heavy invest- 
ments, and income in connection with those investments, whether it be 
stocks or some other investment. That is what has some of the labor 
fellows disturbed, because they would like to know the accruals to the 
plan in the way of benefits that perhaps might go into the hands of 
the employer alone and not accrue to the plan. I have heard that 
statement made here several times, particularly in the so-called big 
industries, and you mentioned two of them, in particular steel and 
auto industries. I think they are all under this title of trust funds, 
are they not‘ 

Mr. Garpner. Most of the pension plans are. That is not true of 
the welfare plans. 

Mr. Wier. Steel, auto, and electrical industries are all welfare funds. 
llow do you separate them ? 
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Mr. Garpner. The welfare funds in the automobile industry, except 
for supplemental unemployment benefits, are generally handled 
through insurance companies and are not tax qualified, because there 
is no investment income. 

Mr. Wier. I think I have to say here in the light of your statement 
and your position—I would not exempt you—that your field is sepa- 

rated and apart from our main problem. 

Mr. Garpner. I think our position is this, Mr. Wier : that for the pre- 
vention of abuses, the reporting, the signing of an annual statement 
under penalty of perjury is the princip: al means of prevention. That 
is now done in this type of a plan when a signed statement is filed with 
the Internal Revenue Service. There is no such similar statement in 
connection with a non-tax-qualified welfare plan. That, to us, makes 
the difference between the two. 

Mr. Wier. Let me ask you this question: Certainly with this 
tremendous amount of investment and this new field, your national 
bankers association in convention must have discussed policies i in con- 
nection with the tremendous problem that is involved in these welfare 
funds, in joint committees, tripartite committee, and the several 
thousand types of them. 

Do you want to express any views your association, from bankers 
all over the country that are confronted with this new field has? 

Mr. Gippons. I might state that the banks, naturally, are very 
much aware of the volume of this business, and the responsibilities 
that they have to administer these plans properly. As Mr. Gardner 
has said, the banks control a substantial part of the so-called funded 
plans, that is, where money has been put in reserve. There are three 
factors which affect our supervision and administration of those 
plans. 

First, the American Bankers Association has a statement of trust 
principles, which is a code of ethics, and it has had that for a great, 
great many years. 

Mr. Wier. Let us get away from that trust. That is not what I am 
referring to. 

Mr. Gissons. I am sorry. 

Mr. Wier. I am referring to the whole program on management of 
welfare funds. That is what I want to deal with. 

Mr. Gipsons. I agree with you, that I do not think we have actively 
interested ourselves in that field because of the fact that we have no 
basic responsibility in the field other than as an employer. Wel- 
fare plans are basically a payment each year for whatever the costs 
are for that year. They do not land ina Seas in any shape, manner, 
or form in which there is any discretionary responsibility for the 
bank. Most of that money goes directly to insurance companies. 
Therefore, it has been outside of our field, and we have confined our 
thinking and our efforts to do a good job in the area where we do 
have responsibility, which is in the qualified plans. 

Mr. Garpner. Mr. Wier, did you not indicate that the deposit of 
money in a bank was what you had in mind ? 

Mr. Wier. Well, of course, any banker on a local level in a com- 
munity might find a new account that might give him something to 
think about. There is not only one account but ‘there : are thousands of 
them coming in, all of a miscellaneous character. I am wonderi ing if 
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he does not have something in mind about those plans. He gets a 
better and closer view than probably anybody else as to the operation 
of those funds. 

Mr. Garpner. We are here representing the banks in their capacity 
as a fiduciary and not in their deposit or commercial capacity. 

Mr. Wier. That is all I have, Mr. Chairman. 

Chairman Barpen. Mr. Gardner, your statement as to the necessity 
for exempting the tax-approved plans, as I understand it, is on the 
basis that already they are filing a detailed accounting and statement 
with one Federal Government agency. The group that is not filing, 
as I understand it, is the group with which you, as a banker, have not 
concerned yourself about or had any dealings with as a banker, other 
than whatever you may have in your own banking system. 

Mr. Garpner. Not as a fiduciary, that is correct, not as a trustee or 
agent for the investment of the funds. 

Chairman Barpen. You have heard the reason that nothing bad 
has appeared in the handling of those funds after they have been 
worked over, and constantly guarded by the Internal Revenue De- 
partment. You see no nec essity for further dissipating funds and 
expending the money involved in making up another report for an- 
other Federal agency ¢ 

Mr. Garpner. That is right. 

Mr. Ginsons. May I m: ike a comment there, Mr. Chairman ? 

There has been some testimony to the effect that the Revenue De- 
artment supervises and looks at these plans from a revenue-collection 
asis, which is perfectly true and obvious. But I want to assure you 
that from a standpoint of the banks as trustees, and the corporations 
with whom we deal, they do not take lightly the forms and the annual 
reports which they have to file with respect to these plans. A com- 
plete disclosure is made, and while it is a disclosure, obviously, for the 
Government to make sure that they have not lost proper revenues, 
nevertheless, it is a very complete report and done in such a way 
that there could not be, in our judgment, the abuses that you are 
talking about. 

Mr. Wier. May I ask this question: Let us take a concern that has 
been under fire. All of us got a report the other day from the Gen- 
eral Electric. Is General Electric exempt by Internal Revenue? 

Mr. Garpner. Their pension plan is tax qualified. Their welfare 
plan is not tax qualified. 

Mr. Wier. That is what I was trying to get at. That brings about 
a discourse between General E lectric and the electrical workers union. 
The fund that they are most anxious about is the current fund, and 
that is the fringe benefits, not the pension. So while you do make a 
report on the trust fund, which is the pension, you do not touch the 
fringe funds. 

Mr. Giseons. The welfare plans as distinguished from the pensions, 
yes, 

Mr. Wier. That is right. 

Mr. Garpner. That is the point of our recommendation. 

Mr. Wier. That is the point of dispute here between the union and 
management in General Electric. We can find out about the pension 
plan but we can’t find anything out about the current funds. 

Mr. Garpner. That is the non-tax-qualified plan. 
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Chairman Barven. I will not get into that particular one. I re. 
ceived a whole handful of reports and information from the gentle. 
man who testified here about a week ago. That was Mr. Fitzhugh, 
I believe vou received that, did you not, Mr. Roosevelt ? 

Mr. Roosevett. That is correct. 

Chairman Barpen. I believe also a copy of that was sent to the 
other members of the committee. After I looked over that, I am not 
an accountant but it satisfied what curiosity I had about the situation, 

I find myself, Mr. Gardner, in accord with your views. I do not 
think it is our function, just because we have the authority to pass a 
law, to pass one whether a need exists or not. The thing that brought 
about these hearings was the disclosure of bad conduct and crooked 
dealings with reference to certain types of funds handled under cer- 
tain types of plans that were in operation. I think we have enough 
here with which to concern ourselves without going out and just both- 
ering people. I realize there are a lot of people i in this country that 
are ready to yell “Do something. Something has to be done. Do 
something.” 

When I need medical attention right quick, I do not want someone 
to say “Do something,” and just because there is nothing available but 

2 bottle of strychnine, give me that. I want them to do the right 
thing, not just something. I want to do the right thing about this 
situation. 

Mr. Kearns? 

Mr. Kearns. In the last 2 weeks I have had an opportunity to study 
much of the testimony that has been given. I conferred with a number 
of labor leaders and employers who have not had an opportunity to 
testify here. I want to say that I think the wisdom of the chairman 
and the committee in holding these hearings has been excellent, be- 

cause it has drawn to it attention of both management and labor that 
they have to get their house in order. Personally, I feel that the 
States will follow the example set by New York State, and the State 
of Washington, and profit by their errors, profit by the good infor- 
mation you gave us this morning, for instance, in your testimony, and 
then as time goes cn, we will find the States themselves clearing their 
situations up to a degree where it will meet with the satisfaction of 
everybody. 

In my opinion, this committee will be able to sit back, probably, for 
2 years and watch the performance of the States, as to how they ‘will 
conduct their business with management and labor, and in the future 
we should be more or less of a watchdog, as a committee, to see what 
they do and how they perform before we pass any legislation that will 
be of such nature that in any way it would affect themselves to their 
own plans and management. 

But I do want to say that the opinion that I have had, countrywide, 
is that the committee, and the wisdom of the committee in holding 
these hearings, has been highly valuable. 

Chairman Barven. I might say it has been highly educational for 
me. I can’t resist following your statement, which I think is very fine, 
with another statement. I am still somewhat in the fog, and ‘; guess 
the Supreme Court will keep us in the fog for a noe time to come. 
Apparently they have set out on that program. I do not know how 
far they are going to carry this doctrine of preemption. I do not 
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know whether they are sitting back in their guilded chambers and 
saying “Well, wait until one of them comes up here and there it goes.” 
cannot resist repeating again that they apparently adopted the 
hilosophy in that case, and some other people seemed to have, and that 
is “do something,” and they just did the wrong thing. That is all. 

Now, it takes either a reversal of their apparent intention to pre- 
empt the field, or it takes some legislative action from Congress to do 
what we know and everybody in this room knows should be done. That 
is, that the State insurance commissioners should be encouraged to 
take over and do as much of this job as they can do. They may doa 
whole lot better job than we can even dream of being able to do w ith 
the Federal Government. But in a word of defense to the commis- 
sioners, they do not know which way they can go. I know that element 
of uncertainty exists. I do not know how to remove it. Before we get 
much help from the States, I am very definitely of the opinion that 
something is going to have to set the minds of the insurance commis- 
sioners of the 48 States at rest, because there have only been 4 who have 
been bold enough to enter into it, and they do it with many misgivings 
about just what may be awaiting them if someone challenges their 
right in that field. 

I believe we would be in much better shape, and we would not be in 
the trouble we are in right now, had they been encouraged rather than 
discouraged, to move in. 

Mr. Roosevelt ? 

Mr. Roosrvetr. I am impressed with your statement, Mr. Gardner, 
on page 8, in which you very clearly point out that in your opinion 
the requirement of reporting by the Internal Revenue Service has 
kept a clean house in your particular field. While I am not ready to 
say that I think that this should be the manner in which we require 
all of the funds to report, certainly your statement would lend ev1- 
dence to the effect that disclosure has been and, as you put it, has been 

roven to be, a potent factor in keeping abuses out of your particu- 
ar field, at least. I would like to state for the record that if it has 
proven to be so good in this part of the field, I can see no reason why 
we should not consider applying to the other fields, where we know 
abuses do exist. I think you have made a good case for that. Where 
we should put it, I do not think the committee has enough informa- 
tion on, as I said before. 

Chairman Barven. May I interrupt the gentleman for just a 
moment? The gentleman does not mean to “imply that those re- 
porting to the Revenue Service in which there is not anything wrong, 
and they are constantly policing it and so forth, that you think they 
should then have to go through that same kind of process with an- 
other department of the Federal Government. 

Mr. Roosrvett. No, sir; I do not mean to imply that at all. I think 
that would be unnecessary. I am in accord with your statement on 
that. 

For instance, it would seem to me obvious if you had any kind of 
general reporting required, where a branch of the Federal Govern- 
ment already had the information, that should be sufficient for the 
other branch, and it could very well be turned over to that branch. 
To me that would be the way of handling it. 

Mr. Wier. Have you seen the California law ? 

Mr. Roosevetr. Yes. 
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Mr. Wier. Does it exempt trust funds? 

Mr. Roosrvett. Yes. 

Mr. Wier. Are you satisfied with the California law in the field 
that we are discussing now ? 

Mr. Roosevetr. I have not studied that question. I have studied 
the question that you raised before, and to me that would be one 
of the weaknesses. It does exempt them. 

If the State banking regulations would require the same informa- 
tion, and therefore it was already on record and made public, if that 
is so, and frankly, I have not looked into it, then I do not feel it would 
be necessary to re-do it again, on the part of the insurance commis- 
sion. But that is something that I frankly would have to look into 
and get more information on. 

The second question I would like to ask is this: In view of your 
answer to Mr. Bailey, that these reports are not open to even interested 
party inspection as far as the Internal Revenue is concerned, do you 
feel that it would be wrong to have them open to interested party 
inspection ? 

Mr. Garpner. I believe we feel that it would not be helpful to have 
that compulsory. Many of our accounts now do make it public, but 
it seems to us that it is a mater of personnel policy or of labor nego- 
tiations in each individual case, rather than a matter of compulsory 
action in all cases 

Mr. Wier. May I interrupt you there? 

Mr. Roosrvett. Surely. 

Mr. Wier. Isn’t it true that a large share of these trust funds that 
you have have nothing in the w orld to do with collective bar gaining, 
that they have been set up by private corporations without any help 
or any participation by anybody else? 

Mr. Garpner. Those are the ones that I referred to when I said 
personnel policy. 

Insofar as preventing abuses are concerned, Mr. Roosevelt, it would 
seem to us that disclosure by a signed statement to an agency of the 
Federal Government, in this case the Internal Revenue Service, was 
sufficient to accomplish that purpose. 

Mr. Giszons. May I add one point to that, Mr. Roosevelt, and Mr. 
Chairman, one point that has not been mentioned except in passing, 
We have substantial regulations, as it is, as a bank. We are ex- 
amined by the Federal Reserve, and we are examined by the States 
in which we are incorporated. Those examinations are very complete. 
I know the Federal examination in the last several years has been 
giving very, very intense attention to the operation of the pension 
funds. 

Mr. Roosrvett. So that on the State level you have also that exam- 
ination as well as the Federal level ? 

Mr. Gipsons. Yes, sir. 

Mr. Roosrvett. How much expense is involved, would you say, per- 
centagewise or whatever way you can judge it, in reporting to the 
Internal Revenue on the forms that you have described in your state- 
ment ? 

In other words, is it an exorbitant cost, is it an onerous job, or do 
you feel that the cost is justified, and, on the whole, that it does not 
impose too much of a stumbling block to the proper administration of 
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the funds and does not take away too much from the benefit of the 
beneficiary ? 

Mr. Garpner. I do not see how you can avoid reporting to the In- 
ternal Revenue, for tax-collection purposes, It has to do with the 
collection of taxes by the Government, and it is required, just like 
individual tax returns are required. Therefore, I think it is an expense 
of doing business. But having once made such a statement and being 
bound by such a statement, we do not see any need for duplication of it. 

Mr. Roosrvett. Are the present returns that you have to file in this 
regard particularly onerous, or do you think they have been reduced 
to a reasonable minimum of information ? 

Mr. Garpner. I think they disclose everything that has to be dis- 
closed now. They require detailed information in connection with 
investments and securities or loans to the employer. That is in abso- 
lute detail. 

Mr. Roosevett. I notice you also said they required the disclosure 
of every red cent paid out by the fiduciary. 

Mr. Garpner. It is a balance sheet and a receipts and disburse- 
ments statement which must account for every item. 

Mr. Battery. Will the gentleman yield? 

Mr. Roosevett. Yes. 

Mr. Barry. Would you go so far to suggest that if the committee 
recommends certain legislation in this field, that they provide that 
these reports made to the Internal Revenue Service be made available 
to the Labor Department ? 

Mr. Garpner. Would I do that? 

Mr. Battery. Would you suggest that we go that far ? 

Mr. Grezons. I don’t think we would have any objection to the in- 
formation now in the revenue department being made available to any 
other branch of the Government if it is for statistical purposes. As 
Mr. Gardner testified, in 1946 the revenue department gave a very 
comprehensive report of the development of pension business at that 
time. Frankly, we would like to see another one. We would ques- 
tion, for the reasons stated in the testimony, the pinpointing of in- 
dividual companies in a report. We think if it is done on a broad 
base, and if it shows the overall picture, it would be very helpful. 

Mr. Battey. That is all. 

Chairman Barpen. Have you any further questions? 

Mr. Roosrvett. I have just one last question. 

Could the committee ask Mr. House to make available to us the 
forms which have been discussed here today, so that we might have a 
knowledge of what the Internal Revenue Service does require? I 
want the forms. 

Mr. Hovsr. I have a copy of one here. It is form 990P. It is 
the principal form of annual report by the trustees. 

The Cuatrman. I think that would be excellent to put into the 
record, but I think in putting it into the record, we might bear in 
mind what, I believe, Mr. Gardner said, and that is that they request 
supplemental reports and additional information other than that con- 
tained in this blank. 

In other words, this, as I understand it, forms the basis of the be- 
ginning of negotiations between the applicant and the Internal Reve- 
nue Service in arriving at the tax allowance. Is that correct? 
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Mr. Grepons. No, it goes beyond that, sir. It covers not only the 
original but all annual reports as well. We file annual reports every 
year for the trust, and the corporation that created the trust must 

also file annual reports. 

Mr. Freitineuuysen. Will the gentleman yield / 

Mr. Roosrvett. I will be glad to yield. 

Mr. Fretincuuysen. I wonder if we are going to hear directly from 
the Treasury Department in connection with the general problem of 
tax exemption / 

Is that planned? I think it might be helpful to understand a little 
more what is involved in this process. 

Chairman Barpen. It has been my intention that we have somebody 
from the Revenue Service, but here, again, I believe that is subjeet 
to a case of invitation. If he does not want to come, that is one thing, 

Mr. Fretincuuysen. But we are extending an invitation to Treas- 
ury and Justice? The Justice Department might be interested, also, 
in view of what the Secretary of Labor said about section 2. 

Chairman Barpen. I think I stated the other day that it was my 
hope that we would have both the Departments in here to discuss this 
matter. I think we would save time and trouble if we did it, because 
otherwise we would be passing a law and then stepping back to see 
what kind of explosion was going to take place. I do not like that 
practice. 

Mr. Roosevett. Mr. Chairman, I would appreciate it if Mr. House 
will make a very careful study of these forms and information re- 
quired by Internal Revenue, and particularly as to their adequacy for 
such other funds as today are not required to make any, thus giving 
us a guide as to what information could reasonably be required for 
disclosure to the Government. 

Chairman Barpen. I am sure Mr. House is no stranger to this. I 
mentioned this subject to him the other day, and after 30 minutes I 
got a chance to interrupt him. He knows it pretty well from one 
end to the other. 

Mr. Roosevett. I have nothing further, Mr. Chairman, except that 
I would like to express my appreciation to Mr. Gardner and Mr. Gib- 
bons for very interesting testimony. 

Mr. Garpner. Thank you. 

Mr. Grezons. Thank you. 

Chairman Barven. Mr. House, before we leave this, you might give 
a little special attention to it, and be in a position, if you can, to give 
the committee a rather clear-cut statement on the subject. 

Mr. Hovse. I will be pleased to report to the committee in whatever 
form you suggest. 

Chairman Barven. Please let me apologize. It was an attempt at 
humor. 

Mr. Howse. I enjoyed it as much as everyone else. 

Chairman Barpen. Mr. Wainwright. 

Mr. Watnwatcnt. Mr. Gardner, are you a trustee of the first com- 
mon discretionary trust fund of the Chase Manhattan Bank? 

Mr. Garpner. Yes. 

Mr. Warnwrtent. You are one of the trustees ? 

Mr. Garpner. The bank is trustee, sir. 

Mr. Warnwetcut. Are you one of the administering officers? 
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Mr. Garpner. No, I am on the trust investment committee which 
does govern investments in it. I am one of the members of that com- 
mittee. 

Mr. Warnwricurt. If my recollection serves me correctly, the bene- 
ficiaries of the trust fund receive an annual report, and in that annual 
report are listed, in some detail, the assets of this very large catchall 
type trust. Is that correct ? 

Mr. Garpner. That is correct. 

Mr. Warnwnricut. Do you feel that such a disclosure to the bene- 
ficiaries, which, I understand, gets into the hands of your friendly 
competitors alongside of you, and otherwise in the banking industry, 
is disadvantageous ? 

Mr. Garpner. This is an entirely different field, Mr. Wainwright. 
You are now in the personal trust field, and we cannot use that fund 
for the investment of pension funds. 

Mr. WainwriGurt. To go back, do you feel that it is disadvantageous 
to reveal to the public and to your competitors, the assets and invest- 
ments that you make in these common trust funds, which are now 
fairly widespread throughout the banking fraternity, though you 
started yours 9 years ago? 

Mr. Gisrons. I think that is a very good question, Mr. Wainwright. 
It is an example of disclosure, However, the disclosure in common 
trust funds is to the beneficiaries of trusts to start with—the people 
who receive the income from those trusts and who are vitally interested 
in what the net income of the trust may be. The statute provides that 
we must file an annual report at the end of the fiscal year. In my 
judgment, I think those people are sophisticated people in the main 
as to investments, and I do not think you can draw quite the parallel. 

Mr. Wainwricut. I was not drawing the parallel yet. You were 
drawing the parallel. 

Mr. Gispons. Allright. I will stand corrected. 

I do not think that the disclosure of a list of assets or the invest- 
ment changes in a pension fund reaches quite the same group of people 
or would have quite the same impact. 

Mr. Warnwricut. On the other hand, would you grant, rather than 
say you would grant, that there is a somewhat similar situation between 
the beneficiary of a trust fund of the type of which we are now talk- 
ing, and the workingman that we are interested in legislating or not 
legislating in behalf of ? 

Mr. Gippons. Only insofar as you are talking about the question of 
disclosure. But the beneficiary of a trust, which is in a common trust 
fund, has no level of benefit whatever. He gets whatever the income 
may be from that fund. Consequently, reporting by the bank as 
trustee of a common trust fund of what he has done and what the 
annual yield of that fund is, is of vital importance to the employee, 
because it might go up or it might go down, whereas in a substantial 
majority of these pension funds that we are talking about, that 
question does not arise. The man gets a fixed pension benefit irre- 
spective of whether the profits go up or down. 

Mr. Hasxeti. Would the gentleman yield on that same question ? 

Mr. Warnwricut. Yes. 

Mr. Hasxetn. Where it did apply? How would you answer that? 
Mr. Gissons. I do not understand you. 
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Mr. Hasxett. In a profit-sharing welfare plan, where the income 
would be helpful to him, how do you “feel about disclosure ? 

Mr. Gigzons. I would say that ina very large majority of the profit. 
sharing plans, there isa disclosure to the employ ee. Some in summary 
and some in detail. 

Mr. Hasxett. Would a feel there should be disclosure in all cases? 

Mr. Grspons. In all what cases? 

Mr. Haskett. Where the income from the profit-sharing plan 
would help or accrue to the benefit of the employee. 

Mr. Giepons. I would think that that would be advisable. Tow- 
ever, I agree with Mr. Gardner that that is a matter of personnel policy 
and not a legislative requirement. 

Mr. Warnwaicnt. Getting back to that, as to whether it is a matter 
of individual decision to be made by the company or concern, or trustee 
involved, as far as disclosure is concerned, one of the things that the 
chairman brought out earlier in this discussion with Mr. Gardner— 
and he has brought it out with other witnesses—is the idea of making 
available to the workingman what is involved, in not maybe too com- 
plicated detail, but what his rights are, what the assets are, and are 
they being properly handled, without the duplication and expense of 
additional accounting and audit, as was described yesterday. That is 
the problem that the chairman has brought out. 

You file these things with the Department of Internal Revenue. 
The next question is, Why can’t the information that you file be made 
available to, to use your term, the beneficiary, or to the workingman 
who has that right? I won’t get into the argument of whether he has 
a vested right or not, but he certainly has a right of some kind or an- 
other in this plan. 

Mr. Garpner. To some extent, the answer I think to that is 2 ques- 
tion of expense. A common trust fund is made up of individual 
trusts. Each individual trust has one beneficiary, as a general 
rule. In a pension plan, you are liable to have anywhere from 1 to 
300,000 members. The expense of sending reports to the many, many 
members is substantially more than sending 1 to 1 individual. 

Mr. Warnwnicnt. Mr. Gardner, nobody in this room, I believe, was 
active in public life or active in either the investment industry or the 
banking industry in, I believe it was, 1933 when I think the LaFollette 
committee in the Senate held hearings prior to the 1933 act and 1934 
act. At that time the industry appeared before them and said, “No, 
we shouldn’t file this disclosure and information in registration state- 
ments because it is duplication and it is an expense, and the stock- 
holders are being milked by the additional charges which are borne by 
the industry. 

In essence, it is one of the things that not alone you but other wit- 
nesses who have testified here before have stated. My own feeling is 
that yes, it is an expense, and to a certain extent it is a duplication, 
but the question I suppose that the committee has to resolve, whether 
the expense is so great that the protection that the man gets will better 
be left alone. 

Mr. Garpner. Plus one additional factor, Mr. Wainwright, that 
there were abuses existing in that field at that time. 

Mr. Warnwraient. I thought I anticipated your answer. You are 
saying that in the banking fraternity at the present time, and quite 
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correctly so, no improper disclosures have been presented before either 
the Senate or this committee. 

Mr. Garpner. Not the banking fraternity only, sir, but all the 
tax-approved plans. 

Mr. Warnwricut. Their trust departments. 

Mr. Haskett. Would the gentleman yield ? 

Mr. Warnwricut. Yes. 

Mr. Hasxet. On the expense of mailing out a four-page mimeo- 
graphed sheet, which would give the balance sheet, the income, do you 
think that isa ‘great expense to do? 

Let’s say there are 300,000 employees. Then the fund has to be big. 
Let us say there are only 25 employees. It certainly wouldn’t cost 
more than about $150 to send out this form. I do not see where you 

et any great administrative expense in revealing an annual report. 

Mr. Garpner. I believe Mr. Fitzhugh testified on Friday that the 
postage would be $1 million on his plans. 

Mr. Hasketx. But in commonsense the cost for three mimeographed 
sheets would not be that much. 

Mr. Warnwreicut. It could be distributed by hand and not mailed 
out, unless the worker had retired. 

One of the things that I do not clearly understand, which you raised 
here today, is the essential difference between a tax- -approved plan and 
a man who is allowed a deduction annually on his corporate report. 
Is a tax-approved plan, in reality, sort of a high-class pension situa- 
tion which has sort of more of a blessing than the one which a man can 
take an ordinary deduction on ? 

Mr. Garpner. There are very few pension plans which are not tax 
approved. The real distinction comes in the welfare field. That is, 
the hazards of hospitalization and so on. 

Mr. Nicnotson. Would the gentleman yield ? 

Mr. Wainwricut. Yes. 

Mr. Nicnoison. Would you have to have a certified public account- 
ant go over this report before you mail or send it to somebody ? 

Mr. Garpyer. It is not required, no. Those funds which now are 
reported by the trustees, and the statement is signed by the trustee. 

Mr. Nicuo.ison. Does not anybody investigate these trusts or any- 
thing ? 

Mr. Garpner. Very often, where they are individual trustees, they 
do require an acc ountant to certify the statement. In connection with 
banks, since they are regulated organizations anyway, both on the Fed- 
eral and State ion el, it is gener ally accepted asa statement by the bank 
without the addition of any certified public accountant certificate. 

Mr. Warinwricur. In the personal trust field, where you have a ben- 
eficiary, under the laws of our State we have provisions for intermedi- 
ate accountings from time to time. The trust may have intermediate 
accountings if the law does not cover it. What is the expense which 
must be borne by the trustee or by the beneficiary—and it is borne by 
the beneficiary—to provide for the intermediate accounting and the 
filing of your form 990P. Somewhere along the line, in all types of 
trust work, you still have to file some kind ‘of acc ounting. I am in- 
clined to believe that those accountings, as they are in the personal 
trust field, should be made public. Apparently from the reasons which 
you enumerated point by point at the end of your statement, you felt 
that this was unwise. Am I wrong in believing that the principal rea- 





422 WELFARE AND PENSION FUND LEGISLATION 


son that you feel it is unwise is that to a great number of companies 
there would be business disclosures which would tend to impede com- 
petition ? 

Mr. Garpner. We have not said it is unwise to render statements, 
We have said that perhaps it is unwise to make that compulsory. It 
depends on the personnel situation in each individual company. 

Mr. Warnwricut. I am going to your point 3 of the five points, 
where you used the expression that, in the hands of competitors, it 
would work to the hardship of the revealing company. 

Mr. Garpner. I mean by that competitor, the competitor of the 
employer company, not the competitor of the trustee. 

Mr. Warnwricut. I realize that. I wonder if you would elaborate 
and say how you feel the disclosure of information to a worker would 
work to the disadvantage of two competing companies. 

Mr. Garpner. Perhaps at a time in the market history, which is not 
equal to the present but perhaps equal to 1932, a list of securities show- 
ing their market value might cause some degree of uneasiness in regard 
to the funding of a plan, just in the same way as the market value of 
the assets of a life-insurance company would if they happened to be 
publicized. 

Mr. Wainwricut. On the other hand, Mr. Gardner, if it would also 
reveal that the XYZ company had in its portfolio 75 percent of its 
own stock, do you not think that the beneficiary, the worker, should 
have that knowledge? 

Mr. Garpner. Not necessarily, because that is a transaction which 
has been approved by the Internal Revenue Service as being of such 
a nature that it does not interfere with the requirement that the 
plan must be administered for the exclusive benefit of the employee. 

Mr. Watnwricut. But, sir, approval by the Internal Revenue De- 
partment—and the chairman has indicated that he is going to call the 
other agencies of Goverrment—approval by the Internal Revenue De- 

artment has been a guise that has often been misused to suck workers 
into going into a plan, by saying, “This is approved by your Govern- 
ment.” In reality, as you have pointed out and well know, approval 
by the Internal Revenue Department does not mean either that it isa 
sound fund or that it is a good fund or that it is well administered. 
The only thing it means is that it receives the tax- -exemption blessing 
under the code. 

Chairman Barven. Is that your statement, or what the gentleman 
agreed to? 

Mr. Watnwaicut. I am atking. 

Chairman Barpen. I thought somebody stated that as a fact. 

Mr. Warnwnaicnt. If need be, I will state it as a fact. The filing 
with the Internal Revenue Department does not necessarily mean 
that it is a good plan or that it has received their blessing. 

Chairman Barpen. My understanding is a little bit different from 
that. While they, as I understand it, of course, give very careful 
consideration to whether or not it is qualified as to tax exemption, in 
addition to that, they must have all of this other information. 

Mr. Warnwrieut. Sir, I think only the Internal Revenue people 
ean answer that for us, but I do not think they really look into whether 
it isa good plan or not. 

Chairman Barpen. I thought Mr. Gardner made a statement in his 
original statement that was quite different from that. 
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Mr. Garpner. I think I have to differentiate between some of the 
uestions that were asked. When he says is it a good plan, if that 
means is the level of benefit an appropriate or satisfactory level for 


“ 


the employees, then I do not believe the Internal Revenue passes on 
that. 

Mr. Warnwricut. That is my point. 

Mr. Garpner. Just one moment, sir. In regard to whether or not 
it is actuarially sound, which is a second point in the questions which 
you have asked, we do believe that the rulings of the Internal Revenue 
Service, which require that the fund never be below the point at which 
the company has paid a current service cost, plus interest, do have 
the effect of assuring that the plan is what you might call actuarially 
sound. 

Mr. House. Will the gentleman yield? 

Mr. Warnwricut. Yes, Mr. House. 

Mr. Howse. I would like to read from a statement made by Harold 
T. Schwartz, Director of the Tax Rulings Division of the Internal 
Revenue Service, under date of July 20, 1955, to the Subcommittee on 
Welfare and Pension Funds of the Committee on Labor and Public 
Welfare of the other body, and from another statement similarly 
made by Mr. Justin F. Winkle, of the same bureau. 

I am reading first from Mr. Schwartz’ statement. I am reading two 
different extracts: 

In seeing that the taxes levied by Congress are paid, the Revenue Service does 
not seek to act aS a regulatory agency. We know full well the importance of taxes 
in the conduct of business and in other activities, but we do not attempi to tell 
anyone how to run his business or what financial or personal decisions he 


should make. 

I will skip a good deal now—in fact, the entirety of his statement— 
toa concluding paragraph: 

I would like to emphasize that the principal function of the Internal Revenue 
Service is the collection of Federal taxes. There are more than 170 different in- 
ternal revenue taxes so imposed. The collection of these taxes involves the 
processing of nearly 95 million tax returns. Obviously, we can neither examine 
nor audit all of these returns. We must channel our limited examining man- 
power to items which are believed to be the most productive. Accordingly, only 
a small portion of our time can be devoted to examining into the annual in- 
formation returns filed by exempt organizations. 

By exempt organizations, in this context, he meant his qualified 
pension funds. I read that as a preliminary to another statement 
made by Justin F. Winkle in a letter dated November 4, 1955. 

Mr. Warnwreicur. Would you identify Mr. Winkle? 

Mr. House. Mr. Winkle is Assistant Commissioner of the United 
States Treasury. ‘This is in a letter which he addressed to me in con- 
nection with the public hearings I was conducting for the Insurance 
Department of the State of New York. This is specifically on the 
actuarial question : 

In summary, it may be said that any actuarial reports required in connection 
with pension and welfare funds are for the purpose of determining whether 
employer deductions are excessive, and not for the purpose of examining into 
actuarial soundness. 

2. The Internal Revenue Code contains no specific requirement as to actuarial 
soundness of pension and welfare funds, and the Internal Revenue Service has 
no authority or responsibility to examine into actuarial soundness except to the 
limited extent indicated previously. 

8. The annual information reports filed with the Internal Revenue Service 
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by tax-exempt pension and welfare funds are examined to the extent of the 
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limited manpower available for the purpose of determining whether the fund 
is being operated in a manner consistent with the statutory basis of its exemption 
from tax, 

Mr. Warnweicut. Thank you very much. I think that is very 
helpful. 

Mr. Garpner. May I comment on it, sir? 

Mr. WaAInwnricHr. [ wonder, Mr. Gardner, going back to where 
you left off, if you felt the rulings and regulations had the effect of 
determining that. 

Mr. Garpner. When he says that their position is to see that there is 
no excessive deduction of taxes, that involves the question as to whether 
the plan continues to be tax exempt. If the plan loses its tax exemp- 
tion by failing to comply with this PS-57, then it is the job of the 
Internal Revenue Service to see that no tax deduction is taken in con- 
nection with that plan. 

Mr. Gipsons. lt has the effect of doing what you asked about 
before, Mr. Wainwright. It has been our experience that the cor- 
porations and the trustees are very mindful of that PS ruling that, 
while they are not obliged to do that, nevertheless, the report which 
is made, attached to which is a copy of an actuarial survey, if that 
shows the plan is not actuarially sound, the corporation then may 
lose its tax-exempt status. Under the PS ruling, that is the effect. 

Mr. Warnwraicnt. Thank you very much. I think that the infor- 
mation that has just been given has certainly been most helpful to me, 

Mr. Warp. May I make a statement in connection with that? 
After reading the material quoted by Mr. House, I checked with a Mr. 
Bryant, who is in charge of the Audit Division for all income-tax 
returns as well as all of these returns. He advised me that the tendency 
is to go more in detail now in checking into them than they did 2 years 
ago, and they had a hundred trained men to check pension funds 
alone. So, there is a tendency to go more into detail now and check 
soundness than there was 2 years ago. 

Mr. Horr. Does that mean they investigate them, or have trained 
men that read them ? 

Mr. Warp. They read them, and then examine it. Then, as he 
stated, the main purpose is to collect taxes, but they go into it and if 
they are found to be at fault they disallow the exemption to the 
company. 

Mr. Fretrncuuysen. Mr. Chairman, I am sure all of us have been 
interested in the witness’ testimony today. I would like to comment 
on the remark that they were representing banks in their capacities 
as fiduciaries. 

Along that line, as a fiduciary, I take it for granted that you believe 
that an individual beneficiary of a fund should be given reasonable 
protection, including legislative protection where that seems advis- 
able. Your basic feeling also is, at the Federal level, there certainly 
is a responsibility which, in your opinion, is met by the disclosure 
requirements to the Internal Revenue Service, a backhanded method, 
perhaps, of protecting the funds, but you do feel that it is adequate 
and it is because of this reporting that is presently required that there 
would be unnecessary duplication in having reporting to any other 
Government agency, because in effect the same purpose would be 
served. ) 

Is that your basic position ? 




























th 






le 





er 





re 
su 






G 








a, sw 





3S 

















ss of TH 


fund 
ption 


very 


here 
t of 


Te is 
ther 
‘mp- 
the 
con- 


bout 
cor- 
hat, 
hich 
that 
may 
lect. 
for- 
me, 
iat? 
Mr. 
-tax 
ney 
ears 
inds 
eck 


ned 


| he 
d if 
the 


een 
ent 
ties 


eve 
ible 
Vis- 
nly 
ure 


od, 
iate 
ere 
her 


be 


WELFARE AND PENSION FUND LEGISLATION 425 


Mr. Garvner. That is right. 

Mr. Fretincuuysen. | think the problem is not an easy one, and I 
do not know that we can dispose of it offhand by coming to that 
conclusion. I do think we have the basic problem, and I wonder what 
our view is on the problem, as to how far and who should be con- 
cerned with this regulation. We have had Mr. Wainwright bring out 
the question that basically, as of now, the Internal Revenue Service 
does not concern itself with soundness of a plan or the problematicals 
of the plan. The net result, as I understand, of this reporting is to 
partially, at least, protect beneficiaries and the integrity of the fund. 
Js it your feeling that the basic responsibility for regulation belongs 
tothe States rather than to the Federal Government ? 

I am talking about something now beyond simple disclosure. 

You are nodding your head, so I assume that you feel the basic 
responsibility for regulation for providing against specific abuses 
rests with the States, is that right ? 

Mr. Garpner. In the first instance. 

Mr. Frevincuuysen. If the basic responsibility is for the States to 
provide appropriate regulation, do you think it is appropriate for 
Federal regulation to encourage the States to do more than they 
have ? 

Mr. Gibbons suggested that we might postpone any action in the 
hope that the various States would do more than they presently have 
done. 

Is it your feeling that there is a need for something more than we 
presently have to insure protection against abuses 

Mr. Ginrons. I think I tried to make my point clear, that I don’t 
think the need is there yet until the States have been given an 
opportunity. I think that there is apparently a real trend now for 
the States to pick this up and do something about it. 

There are 4 or 5 States that have acted, and other States have 
legislation proposed which may be acted upon. 

Mr. Frevincuvuysen. Do you think the Federal Government might 
encourage that action on the part of the States? 

One of the functions of gathering this information is to—and I 
refer to section 106 (a) of H. R. 7802—encourage the States by 
submitting to States which request it, information which they may 
use as a basis for regulation. 

Is that an appropriate function, do you think, of the Federal 
Government ? 

Mr. Garpner. I would say in the field of nontax approved plans, 
which is the field where the abuses have occurred, the Federal Gov- 
ernment might take action to prevent those abuses to the extent that 
it thinks it necessary to take action to so prevent them. 

Mr. Fretincuuysen. The other basic part of the administration’s 
proposal is to include some kind of penalty. Do you think the Federal 
Government has any business in providing specific penalties when 
abuses are discovered ? 

In other words, the Justice Department seems to feel that they do 
not have now adequate weapons to pursue and supplement whatever 
State actions may be possible where abuses are discovered. Do you 
think we should keep lends off that field or do you think we have a 
responsibility to provide a penalty ? 
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Mr. Garpner. My understanding is that the liability of trustees, for 
their actions, has historically always been with the State at the State 
level. I am not sure that the penalties which are available have been 
pursued to their utmost limit at the State level. 

If that is a proper basis for it, then there would seem to be no need 
for penalties at the Federal level for abuses by trustees. 

Mr. FrevincHuysen. Of course, there are presently some remedies, 
some weapons, that the Federal Government can use. It is a ques. 
tion of whether we should supplement them and also supplement what- 
ever remedies should be made avai'able at the State level. 

Your feeling is basically the Federal Government should keep hands 
off in providing itself with any additional weapons? 

Mr. Garpner. Insofar as penalties for abuses are concerned, it would 
seem that way. 

Mr. Fre_tincHuysen. Thank you. 

I have no further questions, Mr. Chairman. 

Mr. Nicuoxtson. I have one question. We had Mr. Lewis, of the 
miners’ union, before us, who made the statement there was plenty of 
law on the books to take care of this situation, that there was no need of 
disclosure. 

Are you of the same opinion as Mr. Lewis? 

Mr. Garpner. Insofar as tax-approved plans are concerned, we are 
definitely. Insofar as those which are non-tax-approved plans, there 
have been abuses disclosed in that field. 

The extent to which action is necessary at the Federal level is some- 
thing that I do not believe we can take a definite position on as pro- 
fessional trustees. We do feel that if you are curing abuses, that a 
restriction in the fiield in which abuses have been disclosed would be 
the proper approach. 

Mr. Nicnorson. The States have had charge of insurance companies 
and trust companies and other things. If we stick our noses in it 
down here in Washington, it preempts all our laws, does it not, ac- 
cording to one of the last rulings of the Supreme Court, that the Fed- 
eral law supercedes ours? 

Mr. Garpner. I have not studied that constitutional question, sir. I 
am not qualified to give an opinion. . 

Mr. Nicuotson. It always has been the duty of the State, because 
they license these different things and pass laws governing what they 
should do. It has never been anything that the Federal Government 
was interested in, because the States are taking care of it. 

I do not know whether that is a question or not. That is all I 
wanted to say. 

Chairman Barpen. Mr. Haskell ? 

Mr. Haske... Is it your feeling, then, on any legislation on dis- 
closure at the Federal level, even to the point of just having a simple 
annual accounting to the employees or beneficiaries of welfare or pen- 
sion plans, that there should be no action on the part of the Federal 
Government ¢ 

Mr. Gispons. As to disclosure to the employee, yes, sir. 

Mr. Haske. You think that there should be no Federal legislation 
at all? ; 

Mr. Grrpons. Yes, sir. 

Mr. Hasxevyi. At the present time there are about 5 States, 2 of 
them having done it and 3 of them thinking about it, but how long do 
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you think it will be before all the States would have regulations con- 
cerning these items ? 

Mr. Giesons. I think one of the really good things about this com- 
mittee’s work is that it is stirring up the whole question at the State 
level. 

I do not know how they would feel, but I would assume that they 
would assume that that is their responsibility and they better get 
going on it or somebody else might do it. 

Mr. Hasxexu. It would not disturb you to think that maybe there 
would be a 3, 4, or 5-year lag, for half the States to come in with 
a law? 

Mr. Giseons. No, sir; it would not because as related to the total, it 
is my understanding, and I may be wrong, that the abuses have been in 
a relatively small area and, consequently, the value of waiting and giv- 
ing a trial, I feel would be worth the prospect of possible other 
abuses. 

Mr. Hasketu. Would you consider an abuse where a Treasury De- 
partment has ruled that the tax-exempt status had been lost by a 
pension plan? 

Mr. Gissons. That mighat not be an abuse, Mr. Haskell. They 
might not have put enough money into the fund. I would not classify 
that as an abuse. 

Mr. Haskety. But there would be a probability, certainly, in a siz- 
able percentage of the cases, that there would have been abuses? 

Mr. Grnsons. I do not think so. As a matter of fact, in my expe- 
rience, there has been only one situation, and I emphasize this to make 
the point that the Treasury Department does really police. 

We had a trust that, by its terms, permitted an investment, that was 
a substantial part of the trust, in debenture bonds of the company. 
It is an employee-owned company. In other words, there are no out- 
side stockholders. Every employee had an interest.. 

Following that provision, which was approved by the Treasury 
Department, investments were made from time to time in those de- 
bentures. 

About 5 years later, the company wee me up and said, “We are 
going to pay off all the debentures.” said, “W hy ? Is the 6 percent 
rate too high ? Do you want to save some money ¢” 

They said, “No, the Treasury Department, after going over our bal- 
ance sheet and report, said it would be better if they, were paid off.” 

The point I am making here is that the Treasury Department does 
really take a look at this ‘thing and they decided that the facts in that 

case were such that it would be in the interest of the employees if those 
bonds were paid off. 

Mr. Hasxetni. Then, you find very few cases. Do you know how 
many cases there are where they lose their tax- exempt status ? 

Mr. Ginsons. You could count them on one hand, I believe. 

Mr. Hasxetu. If this is true, would you say that the fact that 200 
people are working on this would be kind of a waste of Federal money ? 
Do you think the deterrents of them working on this, even though they 
do not uncover anything, is worth it? 

Mr. Gresons. I think the psychological impact, going back to Mr. 
Frelinghuysen’s point, that is behind the reports that have to be 


94914—58 











498 WELFARE AND PENSION FUND LEGISLATION 


filed, and these are very voluminous, as Mr. House will show to you, 
is such that they are a very, very strong preventive to any abuses, 

Mr. Watnwricut. Would you yield? 

Mr. Hasxetu. Yes. 

Mr. Warnwricut. I would like to ask the witness if he does not 
feel that the example he just gave of the Treasury forcing the sale 
or liquidation of debentures, runs in direct contravention of the two 
public policy statements read by Mr. House a minute ago. 

Mr. Gresons. We cannot speak for the Internal Revenue Depart- 
ment, but I think that they look at it purely from a technical point 
of view and are overlooking the impact factor. 

I do believe that they do not, as in the case of our personal returns, 
examine every return. But as you just said, they are stepping up this 
because it represents a substantial sum and the revenue probably in- 
volved is large. 

I think they are looking more and more at these reports. 

Mr. Fretincnuysen. What surprises me is that you seem to be 
saying with approval that the Federal Government should regulate, 
it should actually step in there and police these funds. 

I thought we just agreed and you just stated that the States should 
have the r responsibility. This impact that you are talking about is 
apparently a very direct one, if it can influence the investment policies 
of the trustees. 

Mr. Giepons. I am saying that the Internal Revenue Department, 
which has a very vital interest in these plans, is a proper Federal 
agency to continue to do that. 

Mr. FRELINGHUYSEN. To continue to do what? Regulate? What 
do you mean, “a very vital interest in these plans”? “Their interest 
is to see whether they qualify for tax exemption, not whether there 
are abuses. It is not, I would have thought, a regulatory function 
that they perform. 

Mr. Garpner. The basic requirement of the tax law is that the trust 
be administered for the exclusive benefit of the employee. To the ex- 
tent of administering that portion of the tax law, the Internal Reve- 
nue can and should see that that is carried out. 

That is apparently what they did in this case which Mr. Gibbons 
referred to. 

Mr. Frevinenuysen. That goes well beyond disclosure. You are 
advocating the Federal Government do a lot more than just be the 
repository of the information about these funds. This is positive reg- 
ulation which both of you are saying is a good thing for the Fed- 
eral Government to do, the way I understand it. 

Mr. Garpner. From the point of view of collection of taxes. 

Mr. Frevincnuuysen. From the point of view of collection of taxes 
and from the point of view of protecting the security of the basic 
fund, whatever you want to call it. It would seem to go beyond the 
tax collecting function if they are, in practice or in effect, providing 
some indication that the plan itself is sound and that they can seek 
to protect the interest the individual beneficiary has in that fund. 

Mr. Garpner. What we have tried to do is to point out that that 
is the effect of the tax law, that it is in existence today, and that no 
additional regulation is necessary. 

Mr. Gizzons. That is right. 
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Mr. Hasxetx. The one thing that was brought up before that 
bothers me is in your first point. It has in the hands of the em- 
ployees it could result in more confusion than enlightenment. 

I am one of those who thinks that part of our difficulty in our 
economic system is that the employees are not educated to the point 
of understanding what the basic system we operate under is. 

One of the real benefits they can get is from understanding or 
seeing a balance sheet and having it explained to them. I believe 
that that is the responsibility of industrial leaders to do that which 
has not been accepted as fully as we would have liked. 

If you start out with the assumption that you are only going to 
confuse people, then they are never going to have a chance to under- 
stand the economic system. This kind of reflection of thinking on 
the part of either the banking industry or industry itself, to me, is 
unfortunate. 

Maybe you would like to expand a little bit on this business of more 
confusion than enlightenment. 

Mr. Garpner. We, perhaps, used the wrong method of presenting 
the problem we had in mind. 

This is the result of having discussions with individuals in regard 
to the details of investment: for ex: unple, whether you purchase Gen- 
eral Electric or Westinghouse stock. It is that type of thing. 

Mr. Hasxetu. If you confine it to that, that is all right. 

Mr. Garpner. That is it. Perhaps I did not present it correctly, 
but what we were referring to there is a detailed report of the indi- 
vidual investments of the fund. It would lead to this. 

Mr. Hasxetu. If you do not create the interest by giving the detail, 
you do not get anything learned. After all, an average worker can 
go to somebody, he always has somebody, who can explain to him 
what is in that annual report to some satisfaction. 

If you are worried about it from a collective bargaining point of 
view, that is another thing. I am not talking about that. But the 
impression here is that you just do not want him to have this financial 
information because he is not educated to the level or capable of get- 
ting somebody to tell him what it means. 

Mr. Garpner. Sir, I do not believe we said we don’t want him to 
have it. We said we do not want to be ¢ ompelled to give it. 

Mr. Haskxett. You do not want him to be more confused than 
enlightened. 

Mr. Garpner. In some circumstances, there certainly would be 
people who would not understand the difference between purchasing 
the stock of company A and the stock of company B. 

Mr. Hasketxt. Would it not be better to risk it in order to get some 
long-term benefit out of it ? 

Mr. Garpner. That is a matter of judgment and balance. We have 
seen no particular advantage or good coming out of sending a list of 
detailed investments to employees in general. 

Mr. Haskext. That is all, Mr. Chairman. 

Chairman Barpen. Mr. Gwinn? 

Mr. Gwinn. Very briefly, Mr. Gardner and Mr. Gibbons, you have 
been a source of information about figures that at least I have not 
had before, and I would like to summarize a bit how these funds stand. 

We start with 37,600 pension and profit-sharing plans, is that 
correct ? 
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Mr. Garpner. It is 36,600 pension or profit-sharing plans which are 
tax approved. 
Mr. Gwinn. There is another 1,000 added to that, What was 
that? 
Mr. Gispons. Supplemental unemployment-benefit plans, the lay- 
off plans in the motor industry and some others. 
Mr. Gwrxn. And those plans involve, roughly, $30 billion, is that 
correct ? 
Mr. Garpner. That is right. 
Mr. Gwinn. Of that $30 billion, the bankers whom you represent 
handle roughly what percentage? 
Mr. Gippons. Sixty percent, perhaps. 
Mr. Gwinn. That would be roughly $18 billion? 
Mr. Gisspons. Somewhere around $17 or $18 billion. We do not 
know for sure. 
Mr. Gwinn. How are those funds paid out? Who pays out the 
benefits ? 
Mr. Grssons. The trustee in the majority of cases, Mr. Gwinn. 
Mr. Gwinn. The trustee would be, maybe, an employer or maybe 
an employer and employee ? 
Mr. Giszons. No, sir. In the majority of cases it would be the 
bank. 
Mr. Gwinn. The bank itself? 
Mr. Gipgons. Yes, sir, 
Mr. Gwinn. You pay that as an insurance company would pay it 
out ? 
Mr. Grezons. Yes, sir. 
Mr. Gwinn. Directly to the beneficiary ? 
Mr. Gispons. Directly. He gets his check on the first of the month. 
Mr. Gwryn. The other 12 billion would be handled, roughly by 
insurance companies in the same way ? 
Mr. Gresons. Yes, sir, 
Mr. Gwinn. Do you pay any premiums to the insurance companies? 
Are part of your funds under insurance ? 
Mr. Gresons. A small part. A small part would be insured plans. 
Mr. Gwinn. Beyond this type of operation, which you may call the 
general type applicable to big industry—is that right ? 
Mr. Gipeons. Yes. 
Mr. Gwinn. Is another fund of roughly, $4 billion in something like 
200 to maybe 450 miscellaneous plans ? 
Mr. Garpner. May I correct one thing? In that $30 billion, there 
are very many small] plans as well as large plans. 
Mr. Gwinn. There are small, but the total wil] not exceed 36,600? 
Mr. Garpner. Or 37,600, yes, sir, that is right. The distinction there 
is between the pension and profit sharing and welfare, which are quali- 
fied for tax purposes and the bulk of the plans which are not qualified 
for tax purposes, and which are welfare plans. 
Mr. Gwinn. That is, they are more or less current funds out of 
which benefits are paid currently each year ? 
Mr. Garpner. That is right. 
Mr. Gwinn. That isthe total of the funds? 
Mr. Garpner. I do not believe anybody knows the accumulation of 
the total, but it is not unreasonable to assume that it would be approxi- 
mately 1 year’s consideration, which would be around $4 billion. 
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Mr. Gwinn. That is an important clarification that we have not 
had before, I think, in terms of the general picture. 

The tax approval procedures comes into being because it is a long- 
time payment of funds for benefits out of which tax exemptions 
naturally follow. That applies to the $30 billion. 

In the case of the $4 billion fund, they do not get a tax exemption, 
that is not involved, but they get a total deduction as an expense in the 
company income-tax returns. 

Mr. Garpner. That is right. 

Mr. Gwinn. In this $4 billion operation, that is a very much bigger 
operation than the $4 billion would indicate, is it not? 

That is, a tremendous amount of business is carried on currently 
each year so that they virtually pay out the $4 billion every year as 
current operation. 

So, in a sense, while it looks out of proportion to the $30 billion, 
indeed it is almost as big because they are paying out in benefits sub- 
stantially the same amount of money that the bankers and the insur- 
ance companies are paying out in benefits. So the two operations are 
comparable in size in terms of total benefits paid each year. 

Mr. Garpner. The $4 billion group has a much greater number of 
plans, but the accumulation of assets is greater in the 36,600 plans. 

Mr. Horr. I wonder if the gentleman might yield. 

That is the second bell. I would like to make a brief statement and 
leave. 

Mr. Gwynn. Certainly. 

Mr. Horr. I do not want to take your time. 

Mr. Gwinn. That is all right. I do not know whether this is im- 
portant or not. 

Mr. Horr. It is very important. 

Mr. Chairman, if I may ask several questions in writing of the 
gentlemen, I would like to have permission to insert them into the 
record at this point instead of taking the time of the committee. 

Chairman Barpen. You certainly may. 

Mr. Hour. I would like to thank the gentlemen for coming down. 
I share the same concern that my other colleagues have about this, 
that something should be done. 

It is my hope, Mr. Chairman, that we can have the Justice Depart- 
ment and the Internal Revenue Service come up here, so we can go 
into the plans further. 

Thank you. 

Mr. Gwinn. I think you gentlemen did yourselves a disservice by 
indicating that the information the people want is in the Internal 
Revenue Department. All these funds are subject to the banking 
department examination, are they not? 

Mr. Garpner. Yes, sir. 

Mr. Gwinn. So the beneficiaries under these trust plans, the em- 
ployees, they get the same protection as the depositors in your bank 
get. 

Mr. Garpner. That is correct. 

Mr. Gwinn. As far as you are concerned, though, you are subject 
to a lot of examinations as to the soundness of the plan because the 
soundness of all your investments are involved in the examinations 
that you have currently and annually, is that not so ? 
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Mr. Garpner. I believe that is not quite right, sir. There is no 
examination of the provisions of the plan by State or Federal 
agencies, 

Mr. Gwinn. I understand the plan is not involved, but the sound- 
ness of your investments is. 

Mr. Garpner. The investments of our bank are different from the 
investments of the trust accounts. 

Chairman Barpen. I want to thank you gentlemen for coming here 
today and being with us. 

The committee will stand in recess until 9:30 tomorrow morning, 

(Whereupon, at 12:15 p. m., the hearing in the above-entitled mat- 
ter was recessed, to reconvene at 9:30 of the following day.) 
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WELFARE AND PENSION FUND LEGISLATION 


THURSDAY, JULY 18, 1957 


House or REPRESENTATIVES, 
ComMiTrEE ON EpucatTion anp Lapor, 
Washington, D.C. 

The committee met at 10:10 a. m., pursuant to recess, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman) 
presiding. 

Present: Representatives Barden, Bailey, Wier, Landrum, Hol- 
land, Gwinn, Wainwright, Frelinghuysen, Nicholson, Griffin, and 
Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. Gra- 
ham, minority clerk; A. Regis Kelley, clerk; Robert E. McCord, 
clerk; Martin S. House, special counsel on welfare and pension legisla- 
tion; and George S. Skinner, Office of the Legislative Counsel. 

Chairman Barpen. The committee will come to order. 

We have Mr. Pipin with us this morning from Chicago, Ill. He 
represents the Boilermakers National Health and Welfare Fund. 

Mr. Pipin, will you identify yourself to the reporter ? 


STATEMENT OF MARSHALL A. PIPIN, REPRESENTING THE BOILER- 
MAKERS NATIONAL HEALTH AND WELFARE FUND 


Mr. Pirtn. Before I start to do so, may I say that I filed a written 
statement with exhibits. Instead of reading the written statement, 
however, I should like to speak from outline covering the same sub- 
ject matter because I think maybe I would do a little better job that 
way. 

My name is Marshall A. Pipin. I am a member of the firm of 
Bradley, Pipin, Vetter & Eaton of Chicago, Il]. My firm and I rep- 
resent the Boilermakers National Health and Welfare Fund, which 
has its principal and only office in the city of Chicago. 

It is a jointly trusteed fund, having an equal number of employer 
trustees and union trustees, and I represent both the employer and 
union trustees of the fund. We do not represent the union. We do 
not represent any of the employers who contribute to the fund. The 
Boilermakers National Health and Welfare Fund receives contri- 
butions and provides hospital, medical, surgical, and polio benefits to 
employees in 47 States, the District of Columbia, and Alaska. 

We—and by “we” I mean the trustees and myself—recognize that 
not only will there be legislation, but there already is legislation on 
the books in certain States to regulate health and welfare funds. 
While the results of the Senate subcommittee’s investigations of health 
and welfare funds conducted 2 or 3 years ago and the results of the 
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investigations carried on in New York under the able direction of Mr. 
House, your special counsel, disclose that less than 10 percent of the 
funds are maladministered, yet we recognize that the beneficiaries of 
that 10 percent of the funds are entitled to protection. 

Likewise, when any fund is maladministered that reflects on all 
funds. When I tell some of my friends that I represent jointly 
trusteed funds they look at me as though they want to feel my pockets 
and see what money I have. 

Our position is that we are not opposing regulation. We think 
that regulation should be adequate but not duplicating or burdensome, 
The fact of the matter is, so far as concerns the bills that are now 
pending before your committee as well as the bills that are pending 
in the Senate, that the Boilermakers Health and Welfare Fund could 
live and could operate efficiently under any one of them. Our problem 
is this: 

Chairman Barpen. How do you know you can live under them 
when you do not know what you are going to have to do? 

Mr. Prern. What I mean is this: Assuming that any one of those 
bills now pending before your committee is passed by Congress or any 
one of the bills to regulate welfare funds which are now pending 
before the Senate is passed, we can live and operate efficiently under 
any one of those bills. 

Our problem, however, is this, and it is created by two situations: 
First, there have now been adopted in 5 States bills to regulate health 
and welfare funds. The State of Washington adopted a bill in 1955, 
and the State of New York in 1956. At this session of the legislature 
California has adopted a bill, Wisconsin has adopted a bill, Connecti- 
cut has, and I am quite sure that at this session the State of New 
Hampshire will also adopt a bill. At this session of the legislature 
there were 20 bills pending in 9 different States. 

Our problem is this: Compliance with State laws in a number of 
different States and the provision which is found in all of the House 
bills and the provision that is found in all the Senate bills which ex- 
pressly reserves the right to the States to regulate welfare funds as it 
sees fit even to the point of prohibiting them. 

Mr. Wier. What do you mean by “prohibiting them” ? 

Mr. Pirry. Well, it says restricting them. You can restrict, I think, 
almost to the point of prohibition. 

Chairman Barpen. May I ask if you have the ready reference, or 
maybe Mr. Frelinghuysen can give me the section of his bill dealing 
with the States. 

Mr. FrevincuvuyseEn. I do not have the copy. 

Mr. Prrrn. I can give you a ready reference to each section of the 
bills pending before the House. 

Mr. Frevincuvuysen. I suggest that the witness do it, Mr. Chairman. 

Mr. Prrrn. It is section 10 to House H. R. 6649. 

Chairman Barpen. How about H. R. 7802? 

Mr. Skinner. Page 11, section 110. 

Chairman Barven. Let us analyze that and see what it does. 

Sec. 110. Neither the provisions of this Act nor any action taken thereunder 
shall be held to exempt or relieve any person from any liability, duty penalty, 
or punishment provided by any law of the United States or of any State or Ter- 
ritory relating to the operation or administration of welfare or benefit plans, 


or in any manner to authorize the operation or administration of such a plan 
contrary to any such law. 
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Mr. Sxinner. I can only say that I think it is intended to assure 
that this bill will not override the State laws. I think it has a problem 
init. Where to comply with this law would require a disobedience of a 
State law, the section, it seems to me, does not take care of it. It says 
that nothing in this act shall relieve any person of the duty to comply 
with the law of the United States or the State. If there is a conflict 
between those two laws it does not help you. 

Chairman Barpen. It starts off one way and ends up behind where 
you started. 

Mr. Frevinuvuysen. I do not know what the relevance of the dis- 
cussion is. 

Chairman Barpen. It is always relevant to understand the legisla- 
tion you are considering. 

Mr. Frevincuuysen. I did not know what bill we were considering. 

Chairman Barpen. We are considering H. R. 7802, Mr Freling- 
huysen. 

Mr. Frevincuuysen. I am delighted to hear it, Mr. Chairman. 

Chairman Barpen. The matter we have been discussing is to keep 
from encumbering a State in its traditional functions in the proper 
operation of its insurance department. I am not sure whether this 
deals with that or not. Is that language clear? 

Mr. Houser. I think Mr. Skinner has stated the result of it. Permit 
me to elaborate in this way: If this law and the regulations promul- 
gated by the Secretary of Labor, one or the other, say a fund shall 
do so and so, and the State law fails to make such a requirement, the 
fund must do it. If this law fails to make the requirement and the 
State law does make the requirement, the fund must do it, so that the 
State law can require things in addition to what this law requires. 

The point of possible conflict indicated by Mr. Skinner might 
come about in this way. Suppose that the Federal law or the regula- 
tions of the Secretary of Labor say you must keep your books in a 
certain manner, by, let us say, accruing certain expenses and break- 
ing down certain commissions, suppose that the State law says, “You 
must keep your books in a different manner.” Well, it might be that 
two sets of books would have to be kept or it might be that there will be 
a conflict and in case of a conflict I suppose the doctrine of preemption 
would apply and the Federal law would prevail. 

Other possibilities are that the State law might say that certain in- 
formation should not be disclosed or should be kept secret and this law 
might say that it must be revealed and there might be a conflict. 

As to the practical significance of conflicts of that type I am not pre- 

ared to say. I do not know that in essence under a law like this a 
State law would in reality do more than expand the area of require- 
ments. I do not for the moment visualize any particular points on 
which there would be a likelihood of conflict, but of course theoretical- 
ly that is possible. 

Mr. Prery. Mr. Chairman, may I help to clarify this situation ? 

Chairman Barven. Yes; I wish you would. 

Mr. Pret. This section 110 as found in H. R. 7802, I believe you will 
find is identical with the wording of a similar section in every one of 
the other bills pending before this committee for regulations of wel- 
fare funds and practically identical with the similar provision as found 
in each of the Senate bills. 
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Mr. Frevincuuysen. The question that the chairman is raising is 
whether it is adequate to handle this. 

Mr. Prrrn. I appreciate that. What this does is to say, stating it in 
simple language, that although this bill provides for the regulation 
of welfare funds, nevertheless each State may regulate the welfare 
funds as it sees fit and that no person or no fund, because of com- 

liance with this bill or any other bill, will be relieved from comply- 
ing with any requirements, whether duplicatory or different, that are 
contained in any State law. That is the thing to which I am direct- 
ing my testimony today from the practical viewpoint of the efficient 
as well as the honest administration of a welfare fund, the effect of 
being subject to the laws of 48 States as well as to the Federal law, all 
of which aim to achieve the same end result, namely the honest ad- 
ministration of the fund, and all of which pretty generally follow a 
somewhat similar pattern of doing it. 

Chairman Barven. We start in the first of it any say: 

Neither the provisions of this Act nor any action taken thereunder shall be 
held to exempt or relieve any person from any liability, duty, penalty, or punish- 
ment provided by any law of the United States or of any state or territory relat- 
ing to the operation or administration of welfare or benefit plans, or in any 
manner to authorize the operation or administration of such a plan contrary 
to any such law. 

Mr. Pret. I think I can explain it briefly and then I think as I pro- 
ceed with my testimony you will see concretely and practically what it 
means, because that is what I am devoting myself to. 

Chairman Barpen. I do not know what this is trying to say, but 
there must be a better way to say it. 

Mr. Pirrn. Let us put it this way. Suppose this law requires a 
fund to register with the Federal agency. Suppose the law of New 
York or the law of California, the law of Wisconsin or other States 
also requires that the fund register with each such State. This says 
that, despite the fact that you have to register with the Federal Goy- 
ernment you have to register with such State. It says that even though 
you report under this law to the Federal agency you still have to ful- 
fill the reporting requirements of every one of the States that has a law. 

Chairman Barpen. Do you regard this as being broad enough to 
cover the States passing a law that may be in conflict with the Federal 
law ? 

Mr. Pier. Yes. 

Chairman Barpen. If that conflict is set up between the State law 
and the Federal act where are the folks going to be? They will be 
caught between the rocks. 

Mr. Pirrn. That is exactly my point, Mr. Barden, and with your 
permission I should like to explain. I believe that there is a way to 
remedy this. Before I go to that remedy, with the committee’s per- 
mission I should like very much to present by reference to the State 
laws and by practical application what the actual effect will be npon 
a welfare fund or if the bill should cover level-of-benefits plans which 
I am not saying it should. If it did, it would apply to any plan which 
provided benefits or received contributions from more than one State. 
After the end of the statement you will find some exhibits. With the 
committee’s permission, because I want to refer to them specifically, 
I would like to turn to the exhibit which is headed “Summary of 
Registration, Reporting, Disclosure, and Examination Provisions of 
State Laws.” 
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Mr. Nicuorson. Mr. Chairman, I dislike interrupting, but I want to 
ask, have similar acts been presented in several States of the Union or 
in all of them ? 

Mr. Pier. In 1955 the State of Washington adopted a law. In 
1956, New York adopted a regulatory law and these Federal bills fol- 
jow very much that pattern. In 9 States that had sessions this year 
20 bills were introduced. No bill has been voted down in any State. 
The following States have passed bills: California, Wisconsin, Con- 
necticut. New Hampshire, I am confident, will do so because I was 
there and testified before the State senate committee on its bill last 
week. They will adopt a bill. In the other States where bills were in- 
troduced they did not get up for passage because as you well know 
when you get to the last minute of the legislative session and meet at 
night some things get lost and are never reached. I am confident that 
with time there will eventually be 48 bills in 48 States, because we are 
just getting started and that is what is eventually going to happen. 

Mr. Nicuoxson. Is there anyone going to the several legislatures 
and advocating this, representing any particular group? 

Mr. Prety. Do you mean some employers or unions? 

Mr. Nicuonson. Yes; people who might be interested in the passage 
of a law that is similar to take care of the situation. 

Mr. Prrrn. I think some of the bills have been initiated by the in- 
surance superintendents or commissioners. Others have been initiated 
by individual members of the State legislature, senate or assembly. I 
do not know whether there is any organized group behind them. I do 
know that my experience in State legislatures is that organized labor 
has in some cases supported them strongly, but as far as I know has 
not actively opposed them. 

The first requirement of all of the State laws, just as it is of the 
regulatory bills as distinguished from the one bill that is here intro- 
duced by Mr. Frelinghuysen which is a criminal] bill, is that all of the 
States have a registration requirement. I have summarized here 
briefly what the requirement is. 

New York says that the registration is to be in the form of and con- 
tain information prescribed by the superintendent of insurance. Con- 
necticut provides that registration be in the form prescribed by the 
superintendent of insurance, including but not limited to certain in- 
formation which is set out in the law itself. Washington merely files 
a copy of the trust agreement and amendments. Wisconsin’s bill re- 
quires registration in the form provided by the superintendent of in- 
surance and the same is true with California. New Hampshire pro- 
vides that the registration shall be in the form prescribed by the 
superintendent of insurance but not limited to information contained 
in the bill. That is also true of all of the bills pending before your 
committee, and I exclude here H. R. 7030, which is a criminal 
provision. 

Mr. Wier (presiding). I assume by that last remark that there is 
leeway left for the commissioner of insurance to prepare a form that 
is not limited by the law as to the information he wants. 

Mr. Pirrn. That is right. In all cases the commissioner of insur- 
ance may put anything and everything he wants in the form and in 
some States he must also include the information set out in the statute. 


Mr. Wier. Thank you. 
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Mr. Prrry. The same is true of your Federal bills. They all pro- 
vide for a registration form in the form prescribed by the Federal 
agency. And in some bills it also provides for certain information set 
out in the statute. 

Here is a practical aspect of that. If each of you and myself are 
State insurance commissioners we will think that certain information 
is particularly important. We will think other information is not so 
important. In other words, what seems important to you may not 
seem important to me in a certain respect and something else may seem 
important to me and not seem important to you. Human nature is that 
way. The result is that we are not going to have uniform registration 
forms which we can file with the 48 States and which we could dupli- 

cate and file with the Federal agency. We are going to have to pre- 
pare separate registration forms. We have had experience in the 
State of New York. The boilermakers fund is registered in the State 
of New York. It took one of the men in my office 3 days to prepare 
the registration statement. 

Mr. Wier. Let me interrupt you there. You specified New York 
State. Are you registered as one unit or do your local boilermakers 
union in Schenectady, your local boilermakers union in Albany, or 
your local in New York make individual registrations? 

Mr. Pirin. It is not a question of registration by the union. It is 
only a question of registration by the fund. The fund is registered 
in New York. 

Mr. Wier. I understand that, but that is not going to apply around 
the country and the chances are if I questioned you further I would 
find that what you have done is make arrangements through negotia- 
tions with the employers association. Where do the trust authorities 
come from ? 

Mr. Pretn. This will clarify it. We have a trust agreement which 
is signed by the International Brotherhood of Boilermakers. It is 
also signed by a committee on behalf of all of the employers who are 
contributing to the fund or they have all agreed to contribute to the 
fund. The trust agreement provides for an equal number of employer 
trustees and an equal number of employee trustees. We have eight of 
each. The union trustees are selected by the brotherhood. 

As to the employer trustees, a different trustee is selected from each 
area by the contributing employers in that area. Then the union 
trustees select one person who theoretically represents the whole coun- 
try and the employers do too. There is thereby created a trust fund 
which in contemplation is a separate entity independent of the union, 
independent of the employer, and that is administered by the trustee. 

Now, that fund is registered in the State of New York. That fund 
will have to register in the other States that have adopted these bills. 
Eventually our concern is that we will have to register in 48 States 
and with the Federal agency, in each case a separate registration form 
requiring different information, some of it different statutorily and 
some different because of a difference of opinion of insurance superin- 
tendents or commissioners as to what should be in such a registration 
form. 

Now, New York is the only one we have filed in because the other 
ones, except Washington, were not in existence at the time, the bills 
not having been passed, ‘Washington is so worded that it appears to 
us that it does not require us to register. 
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Mr. Wier. Why? 

Mr. Pirrn. It uses the words something like a fund situated in this 
State. That is one of the things. . 

Mr. Warnwricut. Mr. Chairman, I would like to ask the witness 
a question at this point. 

Has the able gentleman from Chicago registered under the “blue 
sky” laws in various States ? 

Mr. Pirin. I have a limited experience. 

Mr. Warnwricut. If you represented a corporation that either 
operated a subsidiary corporation or did business in the 48 States 
and had to cooperate with the “blue sky” laws in those States, not 
only would he have to register with each State having “blue sky” 
laws, and I believe all but two do, but he would have to register with 
the SEC and comply with the 1933 act. 

Mr. Piety. The same is true if you are a corporation and are going 
to do business in more than one State but in that case you have a 
choice as to whether or not you want to issue or sell securities in a 
certain State. You have a choice as to whether you want the corpo- 
ration to do business in a certain State. We, the trustees, have no 
choice. Any place that the union and employers enter into a col- 
lective bargaining agreement agreeing to contribute to the fund we 
must accept those contributions and we must provide benefits for 
those employees in that area. 

Mr. Warnwricut. You may be absolutely right but I am not sure 
that your interpretation is right. I am inclined to believe that 
either the regulation or an interpretation of the statute itself may be 
accepted as to the fact that if your domicile of the trust was Chicago 
or New York, that your compliance would have to be in that area 
and not in the area of dues collections such as California or all the 
other States in which the boilermakers are doing business. 

Mr. Pretn. That is the theory on which we proceed in the State of 
Washington. All the other States say that any fund that receives 
contributions from any employer or more than, say, 20 or 25 em- 
ployers or provides benefits for any employee in this State or for 
more than 20 employees in this State must register and comply with 
the provisions of this act. They do not leave it open for any inter- 
pretation. As long as you get contributions or provide benefits for 
employees in that State the act specifically says you must register. 

Mr. Warnwricnt. Of course it is a new theory. Maybe Mr. House 
can answer as to whether there has been any suggestion about the 
uniform statute requirements. 

Mr. Hovsr. First, the New York statute, for example, having in 
mind exactly this problem, contains the provision that the superin- 
tendent of insurance in New York who is the regulating agent or the 
superintendent of banks covering the other. group, may in his dis- 
cretion waive the requirements where registration takes place in 
some other State. The concept of that was that if the registration 
in the other State gave substantial information that would not be 
available in New York if the other State was the principal State. 
This was made in contemplation of the possibility that there would 
be something like the National Association of Insurance Commis- 
sioners. As you know, that association has a kind of convention 
which avoids the impact of multiple requirements by each State on 
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insurance companies so that although each State has requirements 
which vary somewhat they have by convention or treaty agreed to 
divide the country, I think, into five areas and they arrange it so 
that substantial compliance in any one State is satisfactory through- 
out that area. 

In effect, the insurance companies are not bothered by the multiple 
requirements because the State commissions agree with each other 
pursuant to the powers they have under the empowering statutes. The 
New York law on welfare funds would permit the same thing when 
it happens. There is no occasion for it to happen until you have 
more than one or two States with statutes, Until this year you had 
only two with statutes. In addition to that, if I may add, the National 
Association of Insurance Commissioners has just recently adopted a 
form of proposed uniform act like the uniform sales act, which it is 
recommending to the different States. The chairman of the subcom- 
mittee on that subject, now m president of the Association of Insur- 
ance Commissioners, was Mr. Navau, of Michigan, was quick to intro- 
duce it in his own State and that form would have mac hinery which 
would prevent overlapping and duplicated requirements. 

Mr. Piern. Mr. Wainwright, may I say something on that question 
of yours? Mr. House has talked about the waiver provisions in the 
State act. That is one of the things that I want to consider when I get 
to it because I do not think that those waiver provisions assure us, 
and I am not sure as it works out whether the insurance commissioner 
could waive in compliance with that waiver provision, but I would like 
to hold that to the end. In answer to your question about a uniform 
law, at their meeting in Miami, Fla., last December the National As- 
sociation of Insurance Commissioner: s adopted what they called a uni- 
form State law. That was introduced in some States, but in every 
case it was amended. Nobody followed it uniformly. As one insur- 
ance commissioner said to me, “If I could not draft a better bill than 
that I would quit.” 

Mr. Warnwricut. The bar association usually does that. 

Mr. Pier. I do not think there is any State which has adopted 
the bill and in the States in which there are bills I do not recall any 
that follow that identically. In other words, they cannot even agree 
as to the bill under which they are going to operate, let alone agree 
on a uniform registration, reporting, and other requirements. 

Mr. Warnwrieut. Mr. Pipin. 

Mr. Pirrn. I am going to consider that in the balance of my testi- 
mony. I do not w ant you to feel that this is just figment of the imagi- 

nation of the trustees and myself. 

Mr. Watnweicut. Let us say that you have brought to our atten- 
tion, I think, a very important point and this is the first time that it 
has been discussed before this committee. It is possibly a serious de- 
fect in the Federal bill. What I would like you to do and maybe 
what you will do in the course of your testimony is to bring out a 
constructive suggestion for us in the Frelinghuysen bill or the Federal 

bill, No. 1; or No. 2, a suggestion which is not out of order that this 
committee could communicate with the American Bar Association 
which does make recommendations on uniform laws. 

Mr. Frevincuuysen. Mr. Chairman. 

Mr. Pretryn. May I answer his question? I have a specific concrete 
suggestion. Before I make that I should like to point out concretely 
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that there are these actual difficulties. They are not something that 
can be waved off. 

Mr. Warnwricur. I think you have done that very well. 

Mr. Frevincuuysen. Mr, Chairman. 

Mr. Wier. Are you through ¢ 

Mr. Wainwrieut. Yes, 

Mr. Fre_incuuysen. I do not know whether you are showing par- 
ticular defects in my bill, but if there are some I hope you will show 
them. My suggestion is that if there are going to be 48 different 
statutes covering the situation that a Federal disclosure statute may 
have value and that a partial preemption by Federal statute may be 
beneficial to avoid what you describe as unnecessary duplication which 
may or may not be offset in part at least by State statutes. If you 
only could get to the meat of your testimony, I am sure you have some- 
thing to present on that. 

Mr. Pirry. That is an excellent summary of what I desire to pre- 
sent. 

Mr, Ho.tianp. Mr. Chairman, I would like to ask a question. 

I missed the first part of your testimony, unfortunately. 

You have what might be termed a pool system, have you not? In 
other words, all the boilermakers of 48 States contribute to this fund. 

Mr. Pirrn. Not quite that. This fund operates in what is known 
as field construction and repair work. That is where boilermakers 
work out in the field in field erection or field repair. ‘The reason for 
the necessity of a trusteed fund, as you well know, because you have 
mentioned it in your conversations, is that they work for one contrac- 
tor for a while and the job stops and they go to another contractor. 
You cannot cover them by a policy of insurance issued to the employer 
for the benefit of the employee because there would be a lapse when 
they left employer A and went to employer B. It does cover all of 
the employees who are engaged in field construction and field repair 
work. 

Mr. Hotianp. That would go into 48 States. 

Mr. Preity. 47 States. The only reason I say 47 is because the State 
of New Jersey has a local fund. I should say 48 because we have a 
reciprocal arrangement with them whereby if a contractor who is 
regularly covered by the national fund takes an employee covered by 
the nation fund in New Jersey, he contributes to our fund. 

Mr. Houitanp. Any other fund in the union, bricklayers, contrac- 
tors, has to go into the type of fund that you have. Craft unions do 
not have stability of employment and have to have this arrangement. 

Mr. Pretn. That is right. 

Mr. Ho.ianp. You spoke about what happened in the States. I 
happen to have been a State senator in Pennsylvania for about 22 
years. I just left there in 1953. We had a bill in the last session. 
It was introduced by two young attorneys who were hoping they 
might get a pretty good fee as a retainer to administer the bill and 
it created more jobs for the lawyers. 

Mr. Fretinecuuysen. You cannot hold that against them. 

Mr. Hotianp. Another was introduced by a former industrial 
relations man of the Armstrong Cork Co. To our surprise none 
of the manufacturers in Pennsylvania and none of the unions were in 
favor of the bill. That is why it went back to the committee. 
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Mr. Wier. Will you proceed and we will see if we can get to the 
meat of what you are presenting. 

Mr. Pier. Thus, on the registration we find that each State would 
have a separate registration form and the Federal agency would have 
a separate form. “It might be that over the vears they might some- 
how or other all agree on a uniform form but it would be a Jong time 
in the future. 

If you will look also in the summary, I have summarized the re- 
quirements of State bills for annual statements and annual reports, 
Now some State bills call for both an annual statement and an annual 
report. In that case the annual statement is a detailed financial state- 
ment of operations. The annual report is a summary of the annual 
statement which is what is sent out to contributing employers and con- 
tributing employees. You will notice that in New York it requires 
the annual statement to be in the form prescribed by the superin- 
tendent. I think that form was discussed before your committee 
Tuesday. 

{ shail not go into it further but our experience was that it took a 
considerable amount of time. It also requires an annual report in the 
form and content prescribed by the superintendent of insurance. Con- 
necticut requires an annual statement in the form prescribed by the 
superintendent of insurance including items set out in the statute. 
Wisconsin requires an annual statement in form and content as the 
commissioner may prescribe, including but not limited to information 
set out in the statute. It requires an annual report in form prescribed 
by the superintendent of insurance. Wisconsin further requires that 
every employer who contributes to a fund must file a report with the 
superintendent of insurance each year as to which fund he contributes, 

California requires an annual report in the form and content pre- 
scribed by the commission. So does New Hampshire, including but 
not limited to information set out in the bill. 

In the first place, my examination of these State bills discloses that 
the information required by the statutes is not the same in each State. 
Some require certain things. Some require the same thing. In the 
Federal bills the House bills require the form that the agency pre- 
scribes including but not limited to the form set out in the statute. 
H. R. 8407 also requires certification by a C. P. A. of prescribed finan- 
cial information based upon a comprehensive audit. The New 
Hampshire bill likewise requires that the annual statement or report 
be certified to by an independent public accountant based upon a 
comprehensive audit. 

Each by itself presents no problem. Together they present the prob- 
lem of each State agency and the Federal agency requiring a different 
form. No one annual statement or report will substitute. Now if as 
H. R. 487 provides and as all the Senate bills and New Hampshire 
bills provide, the report shall be certified to by an independent public 
accountant based upon a comprehensive audit, it means that you 
would have to have an accountant make a separate audit for each one 
of the agencies because each one of the agencies asks for different 
information. We had a practical application of this in the case of 
New York. Our fund has always been audited by Price Waterhouse 
& Co. When we were ready to make our annual audit commencing 
with October 1, New York had no forms ready yet so that we made 
our annual audit in the usual manner. We discussed this question 
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with the representatives of the New York Welfare Fund Bureau in 
New York and they thought, well, they could probably accept our 
C.P. A. audit. However, when it came time they said, “No, you have 
to file our form because the statute requires this form,” and they were 
right. 

Mr. Frevtincuuysen. A statute or regulation ? 

Mr. Pirin. No, the statute says you must file a report in the form 
prescribed by the superintendent of insurance. 

Mr. Fretincuuysen. But the form is actually prescribed by regula- 
tion, not by statute as to what goes into the report. 

Mr. Pirrn. The superintendent of insurance prepares the form and 
whatever that form is that is the one you have to file. Now if in each 
one of these States and the Federal Government we had to have our 
annual report prepared by and certified to by a C. P. A. based on a 
comprehensive audit, we would have to have 48 or 49 audits. Now I 
have no objection and I think it is a good idea if you have one central 
agency that they require this report to be certified, but if you are 
going to have to have 48 different reports all based on a comprehensive 
audit you are going to have a lot of duplication. Now we found that 
in New York it took the administrator from a week to a week and a 
half to prepare this report; and there is a statement by Mr. Reeves, 
of March & McLennan, and I think Mr. Blomquist testified here Tues- 
day that it was a week and a half. There is a statement here as to why 
that was necessary. I can read it to you if you would like to have 
me to do it. 

Mr. Wier. Just review it. 

Mr. Housr. Mr. Chairman, I thought the witness said it took some- 
body in his office 8 days to prepare this report. 

Mr. Pier. I was talking about the registration statement. 

Mr. House. I see. 

Mr. Prery. That was not 3 continuous days, but we keep time rec- 
ords and it was 3 days’ time. 

Mr. House. Your written statement says that a booklet is attached as 
an exhibit. I do not find that booklet in my report. 

Mr. Pier. I sent two packages. One of 40 copies included the 
booklet. I sent 50 copies without the booklet because we did not have 
any more. 

Let me get into another requirement under the State act which 
is also found in the Federal act and which is a good requirement. That 
is what is called publication, or sometimes, disclosure. That means you 
send your reports out to the contributing employers and to the 
beneficiary employees and to the union that is a party at the collective 
bargaining table. 

New York requires that the annual reports be sent to covered em- 
ployees, contributing employers, and the union. That is the report 
under their law. 

Connecticut requires that such portions of the annual statement as 
is filed with them as are designated by the commissioner shall be dis- 
tributed to the contributing employers and the beneficiary employees. 
The Wisconsin bill provides that the commissioner may require that 
such report be sent out. New Hampshire requires that to be sent out. 

Let me give you a practical application. H. R. 6649, 2437, and 
5994 require the fund to mail to each beneficiary so requesting a copy 
in such form as the Federal agency prescribes. H. R. 487 requires 
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mailing to all beneficiaries whether there is any request or not. ] 
think that disclosure should be made. That is a good requirement, 
li should be made to the employees for whose benefit the money is con- 
tributed and should be made to the employers who are contributing 
the money, but with a different report for each State and the Federal 
agency and each State requiring that its form of report be sent to 
each of the contributing employees and to each of the beneficiaries, it 
presents a very practical problem. If I may give a practical illus- 
tration, as I say, we have always been audited by Price Waterhouse & 
Co. We have always in a booklet form sent to this to al] contributing 
employers and we have sent it to all of the employees. We have not 
sent it in this booklet form, but we have published it in the Boiler- 
makers Journal and they have a more accurate mailing list than we 
have. 

Now then, when we came to this year, we asked the New York fund 
if we might reproduce our audit certified by Price Waterhouse & Co. 
and omit their report which was not certified but just signed by two 
of the trustees. They said, “No, you can reproduce your certified 
audit if you want to, but you also have to reproduce ours and send 
it out,” and they were right under the law because the law says that the 
report in the form prescribed by New York must be sent to the em- 
ployees and contributing employers. I am not objecting to this posi- 
tion. The result was that we published this four-page report of the 
C. P. A. together with the C. P. A.’s certificate and four pages of the 
report in New York. I may be wrong, but we think that the C. P. A. 
report was much clearer, far easier to read, much more complete. The 
point is this: Instead of it being our C. P. A. audit, suppose it was 
New York and Wisconsin. They both say we have to include their 
report. 

We will soon have, instead of a booklet this size, we will have one 
of mail-order-catalog size. The cost of producing and mailing will 
be prohibitive. 

In addition to that, it will be so large that nobody will read it. 
You will have different reports set up different ways and, unless you 
are really a good certified public accountant, you will be confused and 
confounded 1f you attempt to read it. 

Mr. Wier. You mean, by that, that if the State commissioner of 
each State insists upon your sending that State’s report out you will 
have 48 reports in this mail-order house. 

Mr. Pirin. Yes. 

Mr. Fretincuuysen. Mr. Pipin. I do not want to interrupt, but 
this is a question asked out of ignorance. You would not be able to 
avoid the problem that you envisage if there is a conflict between the 
various State laws, but I wonder if Price Waterhouse could not have 
adjusted its report so that it would have complied with the State law 
and avoided the necessity of reprinting both. 

Mr. Prer. I am glad you asked that, because we wanted to produce 
our audit, but we asked Price Waterhouse if they would certify the 
report to New York and they said they could not because they had not 
made an audit based on that report and they would have to make an- 
other audit to certify the one in New York. 

Mr. Frectincuvysen. I wonder why you could not have asked them 
to make their audit in a form which would have done for a while. 

Mr. Priern. They had no forms at that time. 
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Mr. Hovse. Could you not do it next year ? 

Mr. Fretincnuysen. Normally you would, would you not? 

Mr. Piern. If we have one agency, we will be glad to have our audit 
made on the basis of that one. 

Mr. FrecincHuysen. That is what I mean. 

Mr. Pirry. But, on the basis of that particular annual statement or 
report or whatever you call it, if we are going to have to do it with 
48 States with different annual statements and different annual re- 
yorts, then it becomes a very burdensome thing, and I think it has been 
stated before that any money that is spent out of this fund to any 
substantial degree will affect the ultimate beneficiaries. 

Mr. Frevtincuuysen. I recognize the problem. A single andit 
would never be able to meet the requirements of all the differences in 
State laws. 

Mr. Prrrn. I know that, in those States in which the bills say it shall 
include certain information, it is going to be difficult, because they do 
not even agree with the statutory provisions. 

Mr. Frecincuuysen. Thank you. 

Mr. Piprn. There is one other phase, a requirement under State 
laws, and that was also in a different form, but I think achieves the 
same result under the Federal bill; what I call investigation and ex- 
amination. Now, under that heading you will notice that the New 
York bill requires that the superintendent shall make an examination 
of the fund at least once every 5 years. Connecticut provides five. 
Washington is the same. California provides that the commissioner 
shall make an examination at least once every 3 years. 

Now, New Hampshire, instead, follows a procedure which is found 
in the Federal bills, and I will discuss that in a minute, and that will 
cover New Hampshire. 

In a bill introduced in Texas, which did not get up for vote, it said: 


Provided, That an examination should be made at least once every two years. 


Now, House bill 487 provides for two things: One, that the annual 
report shall be certified to by a public accountant, based upon a com- 
prehensive audit, and also provides that the agency may investigate 
any fund at any time it wishes. Now, all of the Senate bills contain 
that same provision. It seems to me that this provision found in H. R. 
487 and oe in the Senate bills provides an adequate examination. 
One, the report is certified to by a public accountant, based upon a 
comprehensive audit. If the agency proposes its form of report—and 
I assume that it has experience enough to know how to do it—it should 
secure information of anything that might appear to be suspicious. 
True, a fund in a situation in which it was not certified to by an in- 
dependent accountant, if anybody, the trustees or anybody, was doing 
anything that was wrong, they could juggle their figures around and 
conceal it, but I think that, on certification by an independent ac- 
countant based upon a comprehensive audit, it is a fair assumption 
that in most every case it will be properly done. 

Mr. FretrneHuysen. Mr. Chairman, I don’t really want to inter- 
rupt, but I would like to understand more about what the purpose 
of investigation and examination is. I admit it is a question asked 
out of ignorance, but, inasmuch as it is only in one of the bills before 
our committee, I suppose for that reason that is considered primarily 
a State function; in other words, active regulation of these funds 
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rather than just a simple disclosure of certain information. Could 
we have a little more discussion about the nature of the examination 
and investigation, what the examination and investigation would 
prove? 

Mr. Prern. An examination under these State bills would mean that 
once every certain number of years they would go in and investigate 
and examine the funds on their own expense, which would be borne 
by the fund. 

Mr. Fretrncuvysen. The purpose of which would be what? 

Mr. Pirin. To see if there were any misapplication of funds, any 
embezzlement, or anything like that. In other words, they say, “You 
filed a report "for 2 years or 5 years. We don’t know whether those 
reports are correct. We will go in and make our own examination.” 

The State bills say that that is m: andatory , either once every 5 years 
or once every 3 years or once every 2 years, whether or not it is neces- 

sary. I say that it is found in all the Senate bills. When you re- 
quire an annual report in a form which you propose, that will disclose 
anything wrong if it is honestly answered, and if you require that it 
be certified to by an independent public accountant based upon a com- 
prehensive audit, that is the safest way. That will disclose any infor- 
mation that would indicate that there was anything wrong in the man- 
agement of the fund. 

“Then, with the right of investigation which all Senate bills give 
to the agency and which H. R. 487 gives to the agency, the agency has 
the right to investigate, which means to make their own examination. 
That has this adv: antage: It is made only when it appears to be neces- 
sary. They can also go out periodically, if they want, but you don’t 
have to go out just because the law says you have to do it every 3 
years, so we have to go out there this year and examine the funds, 
either use our staff member s, as New York plans to do, or hire inde- 
pendent certified public accountants, as New Hampshire plans to do, 
and send them to California or Chicago, and the fund pays all the 
expenses. 

Mr. Frec_incHuysen. You are talking here about a very basic draw- 
ing of the line between what is the responsibility of the Federal Gov- 
ernment and what is the responsibility of various State governments. 
Since the chairman called attention to H. R. 7802, which is the admin- 
istration proposal, I would like to call attention to section 104 (c), be- 
cause you are not mentioning it. It requires annual reports filed with 
the Secretary of Labor w hich must be certified by a certified public 
accountant based on a comprehensive audit. But there is no provi- 
sion for this investigation and examination such as you say is incor- 
porated i in H. R. 487. Section 106 (c) seems to indicate to me a draw- 
ing of the line that would keep the Federal Government out of that 

particular activity and put it as a State responsibility. I will read 
the language: 

(c) In order to assist the States to discharge their responsibilities for as- 
suring that plans providing for employee welfare and pension benefits are sound 
and are properly managed, the Secretary shall by regulations require the per- 
son or persons responsible for the registration of any welfare or benefit plan to 


file a copy of any report required by this Act, or any portions thereof, with such 
State agency as is designated— 


and so on, upon a request of the governor for such information. 
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That would seem to say that this is not the function of the Federal 
Government to check upon whether there are abuses except insofar ag 
abuses may be revealed simply by the auditing and filing of those re- 
ports, annually with the Secretary of Labor. 

Your point is that we should go further in any Federal disclosure 
statute and put in a requirement where, whenever the Federal agency 
determines it is necessary, investigation can be made. 

Mr. Pirin. I have a recommendation along that line. 

Mr. Frevincuuysen. How is the Federal agency going to determine 
when such an investigation is necessary? Your basic point as I 
understand it is if you don’t do it and leave it up to the States to ac- 
tively regulate over a period of time that you are going to get a tre- 
mendous duplication of expense and effort on the part of the funds 
that are being investigated. 

Mr. Piprn.,That is right. What I was trying to say was this, if I 
can explain it more clearly: If the Federal agency or any agency 
prepares its annual report in such form and requiring such informa- 
tion they can do so so that if honestly filled out it can indicate whether 
there isanything wrong. Itcanbedonein my opinion. I think it can 
be done in Mr. House’s opinion. I read his cross-examination of 
Tuesday last night and that leads me to that thought. The problem 
is, however, that if you just leave it up to the trustees to sign the thing 
it may not be honestly prepared but if it is based upon a certificate 
certified to by an independent public accountant based upon a compre- 
hensive audit, then it should be as close as I think it can be. If you 
get a report in and there is something in the report that looks sus- 
picious, then the Federal agency under the right to investigate can go 
in and investigate the fund. It could do it by correspondence asking 
for more information on this item or it can actually go in and audit 
the fund. That is just as satisfactory an arrangement as under the 
State acts where it is compulsory to go in and audit every 2 years, every 
3 years or once every 5 years. 

It makes you make an audit even though you know there is nothing 
wrong with the fund. What I am pointing out here is that the provi- 
sions that are found in the Senate bills and H. R. 487, and in your bill 
7802 with the addition of the right to investigate, would adequately 
cover the question of examination. 

Mr. Fretincuuysen. My point was really whether this right to in- 
vestigate will inject the Federal Government too vigorously into a 
field where the States should have a basic responsibility for discover- 
ing abuses, to what extent are penalties necessary to uncover and allow 
the Federal Government to pursue abuses where they are discovered. 
I don’t know how you find the answers except by getting witnesses 
such as yourself to testify. 

Mr. Pret. I approach it on the basis that we are not opposed to 
reasonable regulation. We do know that we run our fund efficiently 
and honestly. We don’t think that in order to discover dishonesty 
it is necessary for 48 agencies to do the job. We feel that the finan- 
cial burden on the fund would be great. As said by Mr. Lewis here, 
“Why kill the dog in order to get rid of the ticks,” or something to that 
effect. We think tuat the cost would be so great that we must find the 
wes the satisfactory way, to do it without unduly burdening the 

und. 

Mr. Hotzanp. Will the gentleman yield? 
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Mr. Fretincuouysen. I will yield back. I don’t want to interrupt. 
I think it is an interesting discussion. 

Mr. Hoxtianp. In other words, you operate in 48 States and that is 
going to be true with all the craft funds trustees. 

Mr. Prer. No, some of the craft funds are local within a State, 
Some of them are multistate areas and cover more than 1 State. 

Mr. Hoxuanp. In your case, for instance the 48 people would come 
to your office to investigate your fund at some time or another. Now, 
we have the Federal Government stepping in and you are going to pay 
the expenses of these 48 people. 

Mr. Pretn. That is right. 

Mr. Hoxtuanp. The cost of administering your fund is going to be 
enormous. 

Mr. Prirrn. It is. 

Mr. Hotxianp. What it is going to do is destroy your fund. 

Mr. Piety. It will come close to it. 

Mr. Hoiuanp. Yes. 

Mr. Fretincuuysen. The question is that if the Federal Govern- 
ment is going to be responsible for the operation of that fund it is im- 
possible for the States to regulate. 

Mr. Prern. It will leave work for the States to do. 

Mr. Hoiianp. There are some nice political jobs there the State 
will fight to keep. 

Mr. Prirtn. Each of the State bills contains a provision which they 
head “Regulation Under Other Laws” and which Mr. House in reply 
to an inquiry discussed as a waiver. You will find these provisions 
summarized very briefly. The way they read in effect is that if a fund 
has already registered with another State and if compliance with the 
registration, annual statement, report, disclosure, and examination ful- 
fills the requirements of this act, the commissioner may, and in some 
cases shall, waive such requirements as are complied with by complying 
with the laws of another State. Then some of them also say that if in 
his opinion the compliance with the laws of another State did not ful- 
fill the requirements he may refuse to waive or may revoke a waiver. 

Now talking about trying to get a uniform bill, the uniform bill 
that was modeled after the New York law with some changes provided 
that the commissioner shall waive. All these States that have passed 
the bill have changed it. Even though it fully complies with the re- 
quirements of my State by complying with your laws and complying 
with my laws, I may waive. 

Now in addition in Wisconsin, at the insistence of the insurance com- 
missioner, this waiver provision was limited to a waiver of examina- 
tions only, still requiring of funds to meet with the registration, report- 
ing, annual reports and annual statements and disclosure requiremeuts. 
In other words, the commissioner can only waive examiation, leaving 
everything else. 

You will notice in reading this that in most of the bills no provision 
is contained for waiver because of compliance with Federal laws. You 
will find that in most of the bills waiver is left as discretionary to the 
commissioner and I am frankly concerned with the problem that you 
mentioned that the administration carries with it additional funds 
allotted and that makes available additional employees. 

Furthermore, in all of them it provides, even where it says it is man- 
datory to waive, that the commissioner can refuse to waive or having 
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waived can revoke the waivers when in his opinion the requirements of 
other States do not exactly or fully meet the requirements of his State. 

Now, then, the provision contains the right to appeal. When you 
say in his opinion you limit the question on appeal solely as to whether 
he was arbitrary, capricious, or frudulent. You don’t get the court to 

ass on the merits of whether or not compliance with the laws of one 
State complies with the laws of another State. 

Now let me give you another concrete example: If State A requires 
examination of 5 years and State B requires examination of 3 years, 
does an examination of 5 years comply with the requirements of State 
B, which requires every 3 years? 

‘Let me give you another concrete example: I am sure that the bill in 
New Hampshire will require certification by an independent public 
accountant based on audit as tothe annual report. New York and lots 
of States do not require certification. Weare complying with the laws 
of the State of New York but go to New Hampshire and say “We want 
you to waive,” they say “We can’t waive because you have not fulfilled 
the requirements of the act because our act requires that it be certified 
by a certified public accountant based on a comprehensive audit.” 

There is another phase to these State laws which presents a practical 
application in which this question of waive because you are complving 
with another State does not apply. The State laws contain a prohibi- 
tion reading generally about like this: That no trustee contributing 
employer or 1: labor organization that represents employees entitled to 
benefits shall receive any commissions or payments, and so forth, nor 
shall any of their officers, agents, or employees receive any commissions 
or any payment from an insurance company. 

Now, that is a good prohibition. That is aimed to prevent the abuse 
of payment of commissions and I am fully in accord with it, but in prac- 
tical effect it goes further. 

Let me add one more thing. The bill also prohibits the employers 
and union and their officers, agents, and employees from receiving pay- 
ment for the funds except benefits and exempt for services or expenses 
rendered to the fund. 

The practical situation that this creates is this: The funds adminis- 
ter an office through a staff of its own. They will go out and rent an 
office space. They hire an administrator. They hire bookkeepers. 
They hire clerks and maybe a bookkeeping machine operator. We 
found that it was cheaper to hire Marsh & McLennan on a fee basis 
so we did it. We hired Marsh & McLennan to administer the funds, 
the recordkeeping and processing of claims. We also retained Marsh 
& McLennan as the insurance consultant for the fund. They analyzed 
the bids. That is something that they were experienced in. At the 
end of each year they checked the insurer’s intended refund. I don’t 
talk about dividends. It is an overpayment. Then they work it out 
with the insurance company based upon the insurance company’s 
statement of intention as to retention and refund which it made in 
connection with its bid. This last year the insurance company said: 

We are going to have to raise your rate. Last year we refunded too much 


money to you and the amount incurred in unreported claims turned out to be 
bigger than we anticipated. 


Marsh & McLennan sat down with*them and finally pointed out to 
them, and I told Marsh & McLennan that I thought this was true, 
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that they duplicated in their figures unintentionally the item of in- 
curred and unreported claims and after it was pointed out to them, 
they agreed that there was no increase to be made in premiums. 

Now, that is valuable service. We could pay Marsh & McLennan 
a fee out of our fund. Instead of that, we have designated them as 
broker of record to receive the commissions. For those commissions 
they render these insurance-consulting services. 

Now, then, if we did not have them paid the commission, and no 
commission was paid to anybody, we would not get any credit for 
that fact because it wouldn’t be in violation of the antirebate law, 
The New York Welfare Fund Bureau people said that is a good ar- 
rangement but the law prohibits it, as a result of which in cooperation 
with the New York Welfare Fund Bureau we were instrumental in 
having the New York bill amended in 1957 to provide that the insur- 
ance commission would waive these prohibitions as to commissions 
and as to payments from the fund if after a complete disclosure he 
found it was to the benefit of the fund and was not detrimental to 
the employees. 

Another situation that aruse was this: In New York in order to 
get a welfare fund started, the union advanced money to the welfare 
fund. Under the New York law the welfare fund couldn’t pay back 
the loan. Likewise, where oftentimes a fund rents office space from a 
union, this would prohibit that or prohibit payment of rent. It 
even goes so far that Chicago, and I think in other large cities, large 
buildings will hire their own crew of painters. They will contribute 
to the fund. There is a building but in that case that fund could not 
rent offices and pay rent to that building. 

Now, I mention this merely for this purpose: The other bills that 
were introduced in the other States contained these prohibitions, but 
did not contain the waiver provision. We were able to get the waiver 
into the California law so that the commissioner can waive those 
prohibitions in the California law, but not in Wisconsin nor in Con- 
necticut. But the important thing is this: Where you let 48 different 
agencies set up prohibitory acts without full knowledge of the impact 
in the practical application of a welfare fund, you are going to tie up 
any fund that is doing business in more than one State. As an illustra- 
tion, New York had this provision. So the insurance company held 
up payment of commissions to Marsh & McLennan. We had the law 
amended and are waiting for them to tell us what forms they want us 
to file in order to show that we are entitled to a waiver, but in the 
meantime Wisconsin and Connecticut adopt the same prohibition with- 
out the waiver provision and we are right back where we started. 

Mr. Frevincuuysen. Mr. Chairman. 

Again I think it is a very interesting point that you present but I 
wonder if the fact that the individual States may not have been suf- 
ficiently educated means that the Federal Government should take 
over a responsibility such as this? Do we need to go whole hog and 
say that the answer is that in order to avoid endless delay in workin 
out inequities because of these provisions of State law that the Federal 
law should preempt the field ? 

Mr. Prrrn. I think I pointed out what can happen when you leave 
it to 48 different people to say what in their individual opinion is 
wrong because then any fund that operates in several States will be 
stymied. I am going to get into this question right now as to my 
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suggestion. I think I will answer your question as to how far you 
should go but I did want to point out what can happen to a fund on 
other provisions in State acts other than just reporting disclosure and 
examination. 

I have two suggestions. First, I suggest that Congress preempt 
the field of the regulation of welfare and pension funds. Now I have 
an alternative suggestion. First of all, all Federal bills except H. R. 
7030, which is a criminal provision, adequately provides, as well as 
the State bills, for registration, reporting, disclosure, or publication 
of annual reports. H. R. 487 and all Senate bills in my opinion ade- 
quately provide for examination and the other House bills ‘an easily 
be amended so as to adequately provide for examination in this manner. 

The Federal agency prescribes the information and content of the 
annual report so that it will disclose information, if honestly prepared, 
of anything that is wrong. 

Two, the annual report is certified by an independent public account- 
ant based on a comprehensive audit to assure that it will be honestly 
filled out. This presents no hardship to funds because under section 
302 (c) (5) of the Labor-Management Relations Act, an annual audit 
is required anyway. Then if this report shows any abuses or indicates 
that there might be some abuses, the Federal agency can investigate, 
which includes examination of the particuar fund, 

This saves unnecessary expense when examination is not needed, 
but required by law, as well as a duplication of examination by several 
agencies. 

“Now my alternative suggestion is this: I would subject funds only 
to the Federal act and the laws of the State in which the principal 
office of the fund is located. This recognizes the State rights. It puts 
a national fund in the same position as a so-called local fund, which 
would be subject to the Federal law and the law of the State in which 
it was located. True, it makes us do it double. But it is better dou- 
bling than it is multiplied by 48. 

Now, this can be accomplished by adding to the section which we 
earlier discussed and which appears in all of the bills, and is entitled 
“Effect of Other Laws,” adding this statement to the end: 

Except that any welfare or benefit plan—or however it is described—which 
receives contributions from employers or provides benefits for employees in more 
than one State, shall be subject only to the provisions of this act—the Federal 
act—and the laws of the State or Territory in which the plan’s or fund’s prin- 
cipal office is located. 

I recognize the question of States rights and it seems to me that 
we have fully accorded the recognition of States’ rights by this sug- 
gested amendment, and it is not necessary to have 48 States doing 
what one State and the Federal Government could do. It is true that 
for a short time until all the State legislatures adopt welfare-fund 
laws a fund may be covered only by the Federal act. With the amend- 
ments I have suggested the Federal act is entirely as adequate as the 
State act and certainly that is so in a period before the action by the 
State where the fund’s principal office is located. 

IT am confident that it will not take very long to have them in all 
48 States. 

Mr. Wier. After all of that, may I ask this question: I assume now 
that we have reached the stage in your presentation where you advo- 
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cated because of what is going up and the threat that follows that 
perhaps the Federal Government ought to preempt the field. 

Mr. Prrrn. It ought to either preempt the field except as to the 
State in which the principal office of the fund is located which would 
include all local funds, and would include all national funds as to 
one State. 

Mr. Wrer. I ask you this next question on the basis that you operate 
one of the few such funds that operate on the national level. As I get 
the picture on welfare funds by far the large majority are local in 
character, entered into by individuals, local unions, and individual 
groups of employers. Is that right? 

Mr. Pier. In number of funds I think that is correct. 

Mr. Wier. How about membership ? 

Mr. Prrrn. Those figures are not available. Now I say there are 
other national funds. The confectionery workers have a national 
fund and there are some others having national funds. There are a 
number of tristate or quadstate funds which operate in more than one 
State. 

Mr. Hotxanp. The laundry workers and bakery workers had. They 
are the two under attack. 

Mr. Piety. That is right. There are also some local funds under 
attack. 

Mr. Hotianp. But they are two big ones. 

Mr. Prery. Yes. Now, I think that gradually you will get into the 

national funds. 

Mr. Wier. May I inte rrupt at that point. 

At 12 o’clock sharp this committee will have to adjourn because 
there will be immediately a vote on the House floor. I think for the 
benefit of the committee members who have sat here patiently and 
have something in mind have an ee ee 1D ity to ask questions. 

Is there any member who wishes to ask questi ions now ¢ 

Mr. Grirrin. I want to comment that I think this has been very 
excellent testimony and very, very helpful to me, and to the other 
members of the committee. It raises a suggestion that Federal regula- 
tion of some kind might be needed not only because of the abuses that 
have been brought to light in the Senate investigation but perhaps 
they might be helpful because of the State laws that are growing up in 
the 48 States. 

While I am not ready to accept the extent of preemption that you 
suggest, certainly it gives us cause to give serious conside ration to that 
problem. Here a whole new body of law is rapidly growing up be- 
cause of the laws that are about to be brought into existence in the 48 
States. It is very interesting and the testimony has been very helpful. 

Mr. Prern. Certainly that is all I can ask. 

Mr. Wier. Mr. Haskell. 

Mr. Hasxetu. I would like to associate myself with Mr. Griffin’s 
remarks. AsI understand it, where the home office is in one State they 
will make a report and the Federal Government will receive a report. 
There will be just two. 

Mr. Pirry. We wouldn’t even mind having them based on separate 
audits. We would rather have 1 but we would be willing to have 2. 

Mr. Hasxetui. I should think one audit would be sufficient. 

Mr. Prery. Maybe it can all be done as part of 1 job with 2 audits. 
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Mr. Grirrtn. In other words, if we are trying to protect these funds 
for the employees’ benefit we not only have to look at the possibility of 
embezzlement and pilfering, but we might consider the problem that 
it is being dissipated by the expenses involved in complying with 48 
different laws. 

Mr. Piri. I think it might make pilfering look small. 

Mr. Wier. Mr. Gwinn. 

Mr. Gwinn. I got an impression quite the opposite from Mr. Grif- 
fin’s impression from your testimony, Mr. Pipin. I thought you made 
out a very good case of botheration by 48 or 49 prospective insurance 
commissioners that are bound to come into bitte and that you were 
in a very effective way holding up your hands and saying “Heaven 
forbid that we add the confusion of the Federal Government to the 48 
reports and audits.” 

Mr. Pier. I intended to convey the thought that I was holding up 
my hands on 48 States, but that the only way in which I am conv inced 
that you can restrict it to 1 or 2 is through the provisions in Federal 
bills. 

Mr. Gwinn. You do not think that the State commissioners are 
going to step aside and see the Federal Commissioner preempt this 
field, do you! 

Mr. Pireprx. Federal Commission would not preempt the field. 

Mr. Gwinn. The commissioners of the States will think he is likely 
to, will they not ? 

Mr. Pirty. They will be kept busy with the so-called local funds 
which are greater in number. They will in addition have any fund 
that provides benefits or receives contributions from more than one 
State, and which has a principle office in their State. They will have 
those as well. 

We are going to be subjected to all of these requirements of 48 
States despite these so-called waiver provisions in the State acts be- 
cause, as I tried to explain, that the waiver will not work out prac- 
rae 

Mr. Gwinn. It seems to me that in cases where you are bound to 
have overlapping that we might as well face the fact that the States 
have the primary obligation and some of the States will certainly 
insist upon it. Certainly New York State will insist upon having 
primary jurisdiction I should think. Then why mix up the business ? 

Mr. Pirtn. I say this: I believe that your committee might well 
consider the possible necessity of Federal regulation in States which 
have not yet gotten around to State legislation because their sessions of 
the legislature have not met or because the bills have bogged down. 

Secondly, let me say that it is sort of like the railroad situation in 
fact. You know that there was some Federal regulation which did not 
preempt the regulation of railroads in interstate commerce and the 
States went ahead and regulated so that in one State you had to have 
a certain thing on the engine and in another State you had to have 
something else on the engine, and it got to the point where finally, by 
amendment of the Boiler Inspection Act, Congress had to preempt the 
field. I think that that is the situation which we are faced with here 
today with welfare funds, speaking from the viewpoint of the welfare 
fund, based on my experience with these funds, that Congress has to 
do it or we are going to have the end result that we will have the thing 
that you are trying to prevent, and which everybody wants to prev ent, 
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that the cost is going to take just about as much or more money out of 
the funds than what you as seeking to prevent. 

Mr. Houses. Mr. Chairman. 

Mr. Wier. Mr. House. 

Mr. House. If the Congressman is finished. 

Mr. Frevincnvuysen. I, of course, have asked very many questions, 
but I have found Mr. Pipin an excellent witness. 

I have one question about the waivers where you gave the illustra- 
tion demonstrating that the States themselves have not clarified their 
own laws as a reason why the Federal Government might step in and 
either partially or entirely preempt the field of regulation. What still 
worries me is how vigorously the Federal Government should step into 
this field, whether or not the States have presently adopted laws which 
are altogether adequate. You would seem to end up by having a very 
Vigorous prosecution and exposure and a follow-up by the Federal 
Government in this field which would include trying to spell out what 
are good practices, but with a Federal waiver in the provision. 

Mr. Prery. I am not asking that the Federal Government get into 
the position of prohibiting certain practices. 

Mr. Frevincuvuysen. Or even defining ? 

Mr. Pier. I have no objection to their doing it but I am not ad- 
vocating it. I have a feeling that reporting and disclosure will act 
as a great deterrent. I think we must bear in mind that all of this 
legislation is dealing with a situation that represents less than 10 per- 
cent of the welfare funds and less than 10 percent of the employees 
involved. I feel that they are entitled to protection. I do not feel 
that we should let this matter get out of hand by all the States get- 
ting into the act to the point where you penalize and ultimaely re- 
duce the money available for benefits to the 90 percent or better of the 
funds that are well administered. 

Mr. Prrrn. Nor that you should try to cure the 10 percent by put- 
ting upon them a burden that might approximate or equal what is 
being lost by misapplication. 

Mr. Fre_rncuvuysen. But in the preemption of the field would the 
Federal Government not spell out prohibited practices and set up a 
Federal commissioner who could enforce prohibitions or waive them. 

Mr. Piety. You could if you wanted to but you could start out and 
I am a great believer that you crawl before you walk and you walk 
before you run, so that the bills which are now before Congress, both 
the House and Senate bills and the suggested amendments would be 
what would accomplish the result. 

Now, if it doesn’t then let us take another look at it. I have no 
objection, for instance, to a prohibition such as is found, I think, 
in one of those bills and I think it is in the Senate bill which pro- 
hibits misapplication, embezzlement, and so forth. I don’t care how 
stiff you make the penalties for embezzlement because the funds I rep- 
resent are not going to have any embezzlement. 

Mr. Frenincuuysen. You feel that it is an important function of 
the Federal Government to provide Federal penalties in addition ? 

Mr. Pret. I don’t think that that is necessary at this time. What 
has happened in the States is that they start out to prohibit something 
without full knowledge of it, just having seen the situation and not 
being intimately familiar with the operation of the funds that are 
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well administered, without that day-to-day contact with funds which 
would help them know what is good or what is bad so that they end 
up with legislation which cripples and prohibits practices. I think 
these reporting and disclosure provisions of the Federal bills and the 
State bills are as far as they ought to go. Until what should be pro- 
hibited and what should be permitted has had a better opportunity 
to be studied. 

Mr. Fre_incHuysEn. That doesn’t seem to jibe with what you have 
just testified. You said they should investigate and look into this 
when necessary. I do not have a definition of when the Federal admin- 
istrator would consider an investigation was necessary. 

Mr. Pirrn. I was saying this: That while the State bills provide for 
periodic examinations, the Federal bills by giving the agency the right 
to investigate contains all of that examination requirement as is needed. 
Now, it also gives this further feature, that it doesn’t mean that he 
is going to have a lot of investigations or a lot of examinations. It is 
only going to be when the reports disclose something that looks sus- 

yIC1OUS. 

; Mr. Fretincuvuysen. Most of the bills, including 7802, would seem 
to indicate that if something suspicious were disclosed the States have 
a vigorous responsibility and the Federal Government would like to 
encourage the States by submitting the evidence which they would in 
turn use in prosecution or following up. 

In other words, they would have the examination and investigation 
and a large punishment provided by the States and not the Federal 
Government. 

Mr. Pirtn. Let me say that we are now beyond the stage where you 
can coordinate State act and Federal act to that fine a degree because 
the State acts are already in effect. They already require periodic 
examinations whether it is needed or not. 

Mr. FrRELINGHUYSEN. You are suggesting that we preempt the field 
and make those statutes superfluous ¢ 

Mr. Pirrn. No, I am saying that, and strictly saying, that you pre- 
empt the field to the extent that only the State in which the principal 
office of the fund is located may in addition to the Federal Govern- 
ment regulate the fund. 

Mr. Fre.incHuyseN. But your basic position is not even that. 
Your basic position is that you preempt the field. I don’t want to 
take more time. I think the testimony has been excellent. 

Mr. House. Mr. Chairman. 

Mr. Gwinn. Mr. Chairman. 

Mr. Pipin, do you have any ideas on how to protect this 10 percent 
group without making the 90 percent subject to all this trouble? 

Mr. Pret. Yes, I think that what I have suggested will do it. No. 
1, the Federal bills with the minor amendments that I have suggested 
fully provide for everything that the State bills do so far as concerns 
reporting, disclosure and examination and that is how you discover 
whether there is something wrong and therefore protect the 10 percent. 

Mr. Gwinn. But you would not exempt the others from filing? 

Mr. Prern. No, we would still file with the Federal Government and 
if you feel it is desirable that one other State have a right to do it, 
then it is the State where the principal office is located. We are per- 
fectly willing to file, to do everything you want once, but we don’t want 
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to do it 48 times and if you feel that the States rights should be recog- 
nized, and [I think there is a lot to say for it, we will do it twice, once 
with the State in which our principal office is located and with the 
Federal Government. 

Mr. Houser. Mr. Chairman. 

Mr. Pirtn. We don’t feel that it takes 48 policemen to do a job that 
1 or 2can do at the traffic corner. 

Mr. Wier. All right, Mr. House. Make it brief. 

Mr. House. Iam afraid I will have to. I had a number of theoreti- 
cal questions which I will skip for that reason, except to indicate that 
the witness’ position is apparently contrary to the position taken by 
the AFL-CIO and the legislative division. 

Mr. Pretn. May I comment ? 

Mr. House. There is not time. 

Mr. Pirry. Our position is not inconsistent with the AFL-CIO. 

Mr. Houser. I noticed according to your report filed by Marsh & 
McLennan, that insurance premiums of $930,000 were paid, total con- 
tributions for the year were $1,500,000 and the benefits paid amounted 
to $736,000 paid by insurance companies, I believe. 

Now, I am not questioning the amount of the premiums or the 
amount of the contributions. As against the benefits paid of $736,000 
which in effect represents the mass of money or claims administered by 
your administering agency Marsh & McLennan, the expenses of opera- 
tion were apparently $102,000, which makes a ratio of 14 percent. 
Isn’t that very much higher than the 4 and 5 percent recommended as 
the maximum by some ? 

Mr. Prery. Our cost of administration is not 14 percent. Excuse 
me, Mr. House, but I have a mind that doesn’t grasp figures orally. I 
never would make an accountant. 

Actually, I think our cost of operation of administration excluding 
premium costs, excluding reserves, payment in reserves, was something 
like 5 percent. 

Mr. House. It is stated here as $102,000. 

Mr. Prerxn. Where are you pointing ¢ 

Mr. House. I am pointing to item 13 on your summary of operations 
called general expenses, and of course I am relating this $102,000 not 
to the total contributions of $1,500,000, because the $1,500,000 is not 
used in benefits, but in relation to the dollar amount used in benefits 
apparently $1 was spent for administrat Ive expense for every $7 spent 
in benefits, which makes a ratio to benefits of 14 percent. 

Mr. Pier. Mr. House, I say again that I have to have before me 
what you say but let me say that when you talk about administrative 
expense, you talk in terms of what it costs you to administer the fund 
in comparison with the total contributions received. ous 

Mr. Hovser. Do you mean that by raising the contributions as to 
create increasingly larger surpluses you will thereby diminish the ex- 
pense. The surpius is a handling of cash. The administrative ex- 
pense applies to the claims made and benefits paid, doesn’t it ¢ 

Mr. Prrr. Let me answer it this way, if I may. When you start 
a trusteed welfare fund where you have to provide your benefits out 
of the money you receive, it is always advisable to set up a reserve so 
that if you get to a depressed period in which your contributions do 
not equal your expenses. 
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Mr. Houser. I don’t think anybody disagrees with the idea of re- 
serves but in the customary ratio taken in “matching expenses to the 
thing which the expenses are paid for, you don’t consider the adminis- 
tration of your reserve, which is simply a matter of taking cash and 
investing it. Normally you consider your expense ratio as against your 
benefits. 

Mr. Prrtn. No, you don’t. 

Mr. Houses. A dollar in expense is what it costs here to pay $7 
in benefits. 

Mr. Piri. No, sir; that is not customary. You consider your ad- 
ministrative benefits as compared percentagewise with your total con- 
tributions just the same as you figure how much your cost of doing 
business compares with your total volume of sales. 

Mr. Wier. I think we will have to discontinue the meeting. I want 
to say, Mr. Pipin, that I want to join those who have paid tribute 
to your contribution here this morning. I also want to advise you that 
1 became chairman here because some members, including the chair- 
man, had to appear before the Rules Committee this morning on be- 
half of the school construction bill. 

Mr. Prern. I understand. 

Mr. Wier. There was a hearing there this morning. I have heard 
2 or 3 of the members in my area say that it is too bad that we could 
not have you for more time, because you have been quite liberal here 
and have given some new views on a problem with which this com- 
mittee is faced. I want to thank you for your : appearance here and for 
the very fine statement that goes into the record. 

Mr. Pretn. I would like to have the statement go into the record. 

Mr. Wier. Without objection it will be inserted in the record. 

(Mr. Pipin’s prepared statement follows:) 


STATEMENT OF MARSHALL A. PIPIN FOR THE BOILERMAKERS NATIONAL HEALTH 
AND WELFARE FUND 


INTRODUCTION AND POSITION OF BOILERMAKERS NATIONAL HEALTH AND WELFARE 
FUND AS TO LEGISLATION 


My name is Marshall A. Pipin. I am a member of the firm of Bradley, Pipin, 
Vetter & Eaton of Chicago, Ill. My firm and I represent the boilermakers na- 
tional health and welfare fund, which has its principal and only office in the 
city of Chicago. 

It is a jointly trusteed fund, having an equal number of employer trustees and 
union trustees. It receives contributions from employers and provides hospital, 
surgical, medical, and polio benefits for employees and their dependents in 47 
States, the District of Columbia, and Alaska. 

Regardless of what welfare and pension plans and funds are to be covered 
by Federal legislation, jointly trusteed funds are certain to be covered. I shall 
therefore devote my testimony as to the proposed legislation and my suggestions 
in connection therewith to the practical viewpoint of the fund and of its efficient 
as well as honest administration. 

We—the trustees of the boilermakers national health and welfare fund and 
myself—recognize the need for some type of regulation or control. While the 
investigations and reports by the Senate Labor Subcommittee 2 years ago and 
by the House committee and also the investigation report of the New York House 
Committee disclose that less than 10 percent of the funds were maladministered, 
yet we recognize that the beneficiaries of that small minority of funds are entitled 
to protection. Likewise, the maladministration of one fund casts reflection on all 
well-managed funds. 

We therefore recognize that there will be and I proceed in my testimony on 
the basis that there will be regulation of welfare and pension funds. We feel 
that this regulation should be adequate, but on the other hand should not be 
duplicating or unnecessarily burdensome. 
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As far as the provisions of all of the bills now pending in the House of Repre- 
sentatives of the Congress of the United States and which have been referred to 
your committee, the boilermakers national health and welfare fund could live 
with them and operate efficiently. The same is true of the bills that are pending 
before the Senate of this 85th Congress. 

My testimony today shall be directed to the situation created for multistate 
funds, i. e., those who receive contributions from employers and provide benefits 
for employees in more than one State, by the laws which have been adopted and 
by the bills which are pending in the various States to regulate welfare and pen- 
sion funds on the one hand, and by the provision found in all of the House bills 
pending before your committee—and in the bills pending in the Senate too— 
which expressly reserves to the States the right to regulate, restrict, or even 
prohibit, as each State sees fit, welfare and pension plans and funds. 

Attached to this statement is an exhibit entitled “List of State Bills” intro- 
duced in the legislatures in 1957, being a total of 20 bills in 9 States. Next year 
and in succeeding years bills will be introduced and adopted in other States until 
eventually all 48 States have them. 

There is therefore the very important and practical problem of unnecessary 
expense from overlapping and duplicating regulations under 48 State laws as 
well as the Federal act, all of which laws seek to accomplish one and the same 
end result, i. e., honest administration. I might add that we have already had 
experience with the New York employee welfare fund law as a result of which 
we were instrumental, in cooperation with the New York Employees Welfare 
Fund Bureau, in securing an amendment to this law. 

The problem of these overlapping and duplicating regulations under more than 
one law applies to other national funds and to all funds which receive contri- 
butions from employers or provide benefits for employees in more than one State. 
It likewise applies to all plans which are not trusteed so long as benefits are pro- 
vided for employees in more than one State. 

I believe that overlapping and duplicating regulations under 48 State laws 
as well as the Federal act can be avoided. Before considering how this may be 
accomplished, I should like first to point out concretely the necessity for avoid- 
ing such overlapping legislation by reference to the actual provisions of State 
laws already enacted and bills which were introduced though not yet enacted 
at this session of the State legislatures. In that way the members of this com- 
mittee can see that this danger is a real one and not a figment of the imagination 
of my clients and myself. 


PROBLEMS OF REGISTRATION, REPORTING PUBLICATION OF REPORTS AND EXAMINATION 
UNDER NUMBER OF STATE LAWS AND FEDERAL 


A. Registration 


Attached to this statement is the summary of the registration, reporting, et 
cetera, requirements of present State laws and pending bills to regulate welfare 
funds. Since this summary was prepared the California bill has now been 
enacted. 

On the first page of that summary you will notice that each of the State laws 
and each of the pending State bills, which represent all of the pending State 
bills, provides that the registration is to be in the form and containing the in- 
formation prescribed by the superintendent of insurance of each State including, 
in some cases, but not limited to certain information prescribed by the statute 
or bill. 

Except for H. R. 7030, which does not provide for registration, all of the bills 
pending before the House of Representatives provide that registration shall be 
in such form as the agency prescribes, including but not limited to, in some of 
the bills, such information as the bill would require. 

It is quite clear that as a matter of human nature each State insurance com- 
missioner and the Federal agency would request different items of information 
not found in each other’s registration form. Certain matters of information might 
seem important to you that do not seem important to me, and vice versa. As a 
natural consequence no one registration form could be used for all States and for 
the Federal agency, and separate registration statements would have to be pre- 
pared for each State agency and the Federal agency. 

We have had experience with registration in New York as the boilermakers 
fund has complied with the laws of that State. It required 3 days’ time on the 
part of one of the lawyers in our firm to complete the registration statement re- 
quired by the New York Employee Welfare Fund Bureau. Multiplied by 49—48 
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States and the Federal Government—this amounts to a substantial expense to 
a fund. 


B,. Annual statements and reports 


In the summary of registration, reporting, et cetera, provisions of State bills, 
which is an exhibit attached to this statement, you will note under the heading 
“Annual Statements and Reports” that each act or bill provides for an annual 
statement or report in form prescribed by the superintendent of insurance or com- 
missioner of insurance, including in some cases, but not limited to, such informa- 
tion as is required by the statute or bill. Some of the State acts and bills require 
both an annual statement and an annual report. The annual report is a condensa- 
tion of the annual statement, but is a separate form in itself. Where there is 
both an annual statement and an annual report, the annual report is the one 
required to be sent to the employees covered by the fund and the employers con- 
tributing to the fund and to the union involved. It will be noted that the New 
Hampshire bill also requires the statement to be certified by an independent 
public accountant based on a comprehensive audit. 

For the same reason as stated above as to form of registration, so in the case 
of annual statements and annual reports each State agency and the Federal 
agency will require a different annual statement and/or annual report. In addi- 
tion, provisions as found in the New Hampshire bill and in H. R. 487 will each 
require a separate comprehensive audit by an independent public accountant, as 
the form of the report and the information required will be different in each case. 
No one annual statement or report and, if certification by an accountant is re- 
quired, no one audit will suffice for all State and Federal agencies but instead a 
separate annual report and, where required, comprehensive audit by an independ- 
ent public accountant will be required in each instance. 

We have had experience in this regard in compliance with the New York 
employee welfare fund law. In addition to the fund’s regular annual audit by 
Price Waterhouse & Co., nationally known certified public accountants, the 
fund had to file both an annual statement and an annual report with the New 
York Welfare Fund Bureau. To prepare this annual statement and report 
required approximately 1 week of the administrator’s time. The reasons for 
this are set out in the attached exhibit headed “Comments by Gilbert K. Reeves 
o* Marsh & McLennan, Inc., Administrator.” Multiplied by 49, for 48 separate 
State annual reports and a Federal report, 49 weeks of the administrator's time 
would be required to comply with all of the laws. This would require the 
hiring of an additional employee, who would have to be an experienced person. 


0. Publication of annual reports 


As will be noted from the summary of registration, reporting, et cetera, under 
the heading “Publication of annual reports” except for the State of Washington, 
all of the State laws and pending bills require that the annual report, or so 
much as is prescribed by the agency, be sent to covered employees, contributing 
employers and the labor organization party to the agreement establishing the 
fund. Excpt for H. R. 7073, which does not provide for registration and 
reporting, all of the bills pending before the House of Representatives provide 
that such portions of the annual report as prescribed by the Federal agency 
shall be delivered or mailed to the employee beneficiaries of the fund. This 
requirement is as it should be. 

However, there is a practical problem, which we encountered in New York, if 
48 States and the Federal agency are to require that each of their respective 
annual reports be delivered or mailed to the beneficiary employees, contributing 
employers and labor organizations involved. Permit me to explain what hap- 
pened in New York, as illustrative: 

Prior to the time that the New York Welfare Fund Bureau had prepared its 
form of annual statement and annual report, the trustees of the boilermakers 
national health and welfare fund had the regular annual audit made and certified 
by Price Waterhouse & Co. Thereafter, the administrator of the fund pre- 
pared the annual statement and the annual report as required by New York. 
The fund has always mailed its annual report as required by New York. The 
fund has always mailed its annual report to all beneficiary employees, contribut- 
ing employers and to the International Brotherhood of Boilermakers. New 
York refused to accept Price Waterhouse & Co.’s certified audit and required 
that its annual report also be published. (See exchange of letters with New 
York Welfare Fund Bureau attached as an exhibit). Asa result, we published 
in booklet form both the CPA audit with detailed explanation and information, 
and the annual report to New York. From the copy of that booklet which is 
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attached as an exhibit, you will notice that the certified public accountant audit 
takes 4 pages and the New York annual report takes 4 additional pages. We 
believe that the certified public accountant audit is clearer and furnishes more 
information than does the New York report. 

I am not criticizing the New York Employee Welfare Fund Bureau, because 
under the New York employee welfare fund law, as under the laws of and the 
pending bills in other States, a fund is required to publish and distribute the 
annual report required by each particular State. The same requirement is in 
the House bills which provide for annual reports. 

The point is, however, that if a fund is thus to be regulated by 48 States and 
by the Federal Government, we will have to publish and distribute a book 
containing 48 individual reports to each of the separate agencies. Thus the 
report will approach the size of a mail order catalog, will be so large that it will 
not be read and will only be confusing to those who attempt to read it and who 
are not experienced accountants. This is to say nothing about the expense of 
printing and distributing such a large volume. 

D. Investigation and examination 

As will be noted from the summary of registration, publication, et cetera, 
under the heading “Investigation and Examination,” all of the State laws and 
pending bills require the State agency to conduct an examination of the fund 
at least once every certain number of years—5 or 3 and, in the case of Texas 
which is not listed in the summary, at least once every 2 years. In most in- 
stances these State laws and bills provide that the expense of such audit shall 
be paid by the fund. 

H. R. 487, in addition to requiring the annual report to be certified by an 
independent public accountant based upon a comprehensive audit, provides that 
the Federal agency may make such investigations as are deemed “necessary to de- 
termine whether any person has violated or is about to violate any provision of 
this act or any rule or reguljation thereunder, * * * and * * * any facts, con- 
ditions, practices, or matters which he may deem necessary or proper to aid in 
the enforcement of the provisions of this act * * *.” The other bills vending 
before the House of Representatives make no provision for investigation or evam- 
ination. All of the bills pending before the Senate make the same provision as 
is found in H. R. 487. 

Whether periodic examinations of a fund should be required or not, certainly 
it is not necessary to have 48 such examinations to determine the same thing, 
i. e., whether the fund is being honestly operated. Furthermore, it seems tu me 
that the provision found in H. R. 487 and in all of the Senate bills, for the an- 
nual report to be certified by a public accountant based on a comprehensive audit, 
plus the right of the Federal agency to examine when reports indicate the need 
for such examination or when the agency otherwise feels it is necessary, is sufli- 
cient. Certainly 48 States need not do so. 

Further in this connection, the Federal agency would prepare its own forin of 
annual report and thus could require such information and in such manner as 
the agency feels would disclose any misappropriation or misapplication of funds 
or mismanagement. On this basis they would know when an investigation was 
necessary and not merely make a periodic examination at the expense of the 
fund, even though it was not necessary to do so. 

Under these circumstances and with only Federal regulation, a fund would 
not be placed in the position of a multiplicity of audits and examinations and 
would have only the expense of an annual audit in the form prescribed by 2 Fed- 
eral agency, which would be no additional expense, as section 302 (c) (5) of 
the Labor-Management Relations Act requires an annual audit of a jointly 
trusteed fund. : 

E. Regulation under other laws 

In the summary of registration, reporting, et cetera, under the heading “Regula- 
tion Under Other Laws” there is set out the provision found in the State laws and 
in the pending bills under which the superintendent or commissioner of insurance 
of a State may waive registration, reporting, disclosure, and examination provi 
sions of the laws of his State when a fund is complying with similar laws of an- 
other State. 

It will be noted that the law of the State of Washington contains no provision 
for such a waiver. Most of the other laws and bills do not provide for waiver 
if a fund is complying with the laws of the United States, even though those laws 
have the same requirements as the State law. In the State of Wisconsin the 
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pill as amended, at the insistence of the commissioner, would permit waiver only 
of examination, and then discretionary in the commissioner, and would not per- 
mit waiver of registration, annual statement, annual report, and publication. 
Even though the commissioner waived examination it would also permit the 
Wisconsin insurance commissioner to make any special examinations he thought 
necessary. 

Under most State laws and bills waiver is entirely discretionary with the 
commissioner, even though that State’s requirements are fully met by com- 
pliance with the law of another State. Even if mandatory a State insurance 
commissioner can prevent waiver or revoke waiver by stating that in his opinion 
the requirements of another State do not exactly or fully meet his State’s regis- 
tration, annual statement, annual report, or examination requirements because 
the form of the other State’s registration, annual statement, or annual report does 
not require the same information as is required by those particular forms which 
his department uses. 

Suppose State A requires examination at least once every 5 years and State B 
requires examination at least once every 3 years. Do the examination require- 
ments of State B meet the examination requirements of State A? 

Might not a State commissioner be inclined, if at all possible, to retain control 
and not waive the requirements of his act because a fund was complying with 
the laws of another State, since the more there is for his department the more 
the appropriation will be and the more patronage will be available? 


PROHIBITION OF CERTAIN PRACTICES BY STATE LAWS 


As will be noted in the summary of registration, reporting, et cetera, under 
the heading “Prohibition of Certain Practices by State Laws,” most of the State 
laws so far enacted and the pending bills prohibit payments of commissions to 
certain persons, including employees of a fund and likewise prohibit payments 
from the fund itself to certain persons. This prohibition is aimed at certain 
malpractices in connection with the payment of insurance commissions and in 
connection with certain improper payments from the fund itself. The purpose 
of this prohibition is a laudable one. However, it has created certain inequities 
and certain additional expenses to funds. Let me illustrate: 

Instead of renting an office for the fund, employing an administrator, book- 
keeper, clerks and machine operators, and purchasing or renting bookkeeping 
machinery, the Boilermakers National Health and Welfare Fund found that it 
was cheaper to hire Marsh & McLennan to perform all of the administrative 
work, including keeping the records of the fund, receiving contributions pay- 
able to the fund which are deposited in the fund’s bank account, keeping records 
of eligibility, processing claims, and like service customarily performed in an 
administrative office of a fund. For this service Marsh & McLennan is paid a fee. 
In addition, Marsh & McLennan acts as insurance consultant to the fund, pre- 
pared the specifications upon which some 20 or 30 companies bid and analyzed 
the bids for the trustees, who made the selection of the insurance carrier, At the 
end of each policy year Marsh & McLennan checks the proposed refund that the 
insurance company intends to make and if it is not correct in their opinion, 
negotiates with the insurance company and presents the records to substantiate 
why the insurance company’s proposed refund is not correct. 

At the end of this last fiscal year the insurance company, based on the second 
year’s experience, proposed an increase in premium rates. After negotiations 
on behalf of the fund Marsh & McLennan were able to convince the insurance 
company that their figures were not correct and as a result the insurance com- 
pany agreed that the premium rate should remain the same as before. These 
are all services for the benefit of the fund and independent of Marsh & McLennan’s 
services as administrator. 

For these services as insurance consultant to the trustees of our fund the 
trustees designated Marsh & McLennan as broker of record, in return for which 
Marsh & McLennan agreed to perform these insurance consulting services for the 
commission payable by the insurance company. This meant no additional cost 
to the fund for the insurance-consulting services since, if no commissions were 
paid, the insurance company could not make a deduction from its retention 
because of the commissions not paid, as this would be a violation of the anti- 
rebate laws. If Marsh & McLennan were prohibited from receiving these com- 
missions, they would then have to charge the fund a fee and the fund would 
receive no credit for the fact that commissions were not paid. 
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The New York Welfare Fund Bureau took the position that since Marsh & 
McLennan was an agent of the fund because of its employment as adminis- 
trator, it was prohibited by the provisions of the New York act from receiving 
the commissions. The representatives of the New York bureau admitted that the 
practice was to the interest of this fund. As a consequence, the New York 
act was amended, as shown in the exhibit, so as to permit the commissioner of 
insurance to waive the prohibitions in the act if the superintendent of insurance 
found that the practice was to the interest of the fund and was not to the detriment 
of the beneficiaries. 

Unfortunately, however, the bills introduced and passed in other States at 
this session of the legislature include the prohibition but do not include the 
waiver provisions found in the 1957 amendment to the New York act. 

Similarly, under the New York act, before it was amended in 1957 to permit 
waiver by the insurance superintendent, and under the prohibition contained 
in the acts adopted by and in the bills pending befure State legislatures, the 
following payments by the fund are prohibited: 

A union loaned money to a fund in order for the fund to get started. Under 
the prohibition as to payments from the fund to certain persons, the fund is 
unable to repay this loan. 

A fund is prohibited from renting office space in a building owned by a union 
or in a building owned by a contributing employer, even though the rental paid 
is a fair one. 

I include this particular State statutory prohibition and these examples to 
illustrate how, by individual and independent State legislation, what seems to 
be a good provision actually can turn out to be to the detriment of a fund. 
Furthermore, in the case of a national fund or one which receives contributions 
from employers and provides ben fics for employees in at least more than one 
State, the entire operation can be crippled and even stopped because of unwise 
or at least too extreme legislation in one State. 


SUGGESTED SOLUTIONS 


In order to eliminate the unnecessary duplicating regulation of welfare funds 
and its attendant additional expense, I submit that it is not necessary to have 
49 different State and Federal agencies regulating welfare funds in order to 
accomplish the same goal; i. e., honest administration. It seems to me and to 
the trustees of the boilermakers national health and welfare fund that there 
are two solutions, the first of which we believe is preferable: 

The first solution is for Congress to preempt the field of welfare and pension 
fund or plan regulation. In support of this, we call the attention of this com- 
mittee to the fact that bills now pending before both the House of Representa- 
tives and the Senate contain all of the regulatory provisions as to registration, 
reporting, disclosure, and investigation or examination as are contained within 
the State bills themselves. Except for H. R. 7030, all of the bills pending before 
the House of Representatives and all of the bills pending before the Senate pro- 
vide for registration, reporting, disclosure, and publication of annual reports 
to the same extent and as fully as the State bills do. 

H. R. 487 provides, and H. R. 6649, H. R. 2437, and H. R. 5994 can be amended 
to provide (1) that the annual report required by the Federal agency be certified 
by an independent public accountant based on a comprehensive audit and (2) 
that the Federal agency be authorized to investigate any fund, which includes 
examination, when the agency deems it necessary to do so. The bills relative 
to welfare and pension plans now pending before the Senate contain such pro- 
visions. There is no charm or reason in requiring, as the State bills do, an ex- 
amination within certain periods, even though there is no need for the same. 
This unnecessary expense of examination, when not needed, is saved to the fund. 

To accomplish this preemption needs only a revision of section 10 of H. R. 
6649, section 10 of H. R. 24387, section 14 of H. R. 487, and section 10 of H. R. 
5994, to eliminate the express provision reserving to each State the right to regu- 
late welfare and pension funds as they see fit and to expressly negative any such 
right in the States. 

If, because of a question of States rights, it is felt that Congress should not 
entirely preempt the field of regulation of welfare funds, then we suggest as an 
alternative, though not as preferable as our first suggestion, that welfare and 
pension funds, and plans, too, if they are covered, be subject only to the Federal 
act and to the laws of the State in which the principal office of the fund is located. 
This recognizes States rights. It does not seem necessary, in order to recognize 
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States rights, to go so far as to say that it is necessary for all 48 States, as well 
as the Federal Government, to regulate a welfare or pension fund or plan when 
the objective of all States and of Congress is the same. 

This latter alternative can be accomplished by adding to section 10 of II. R. 
6649, to section 10 of H. R. 2437, to section 14 of H. R. 487, and to section 10 of 
H. R. 5594 the following wording: “Except that any ‘welfare or pension plan’ 
(or however it is denoted) which receives contributions from employers or pro- 
vides benefits for employees in more than one State shall be subject only to the 
provisions of this act and the laws of the State or Territory within which the 
plan’s principal office is located.” 

The same result can be accomplished in connection with the bills now pending 
before the Senate by the same additional wording to the respective sections rela- 
tive to the effect of other laws. 

While under this last suggestion, for a short time and until all other State 
legislatures adopt welfare and pension fund laws, a fund may be covered only by 
the Federal act, yet, as pointed out above, the bills pending in Congress, with the 
addition which we suggested above to certain of the bills, adequately provide 
on a permanent basis for the regulation of these funds and, certainly, do so ina 
period before such legislation is enacted by the State in which a fund’s principal 
office is located. 


List oF STATES AND NUMBER OF BILLS TO REGULATE WELFARE FUNDS INTRODUCED 
AT 1957 SESSION Or STATE LEGISLATURES AND StupIEs BEING CONDUCTED WITH 
VIEW TO DRAFTING SUCH STATE BILLS 


Submitted by Marshall A. Pipin, of Bradley, Pipin, Vetter & Eaton, Chicago, 
Attorneys for the Boilermakers National Health and Welfare Fund, in Connec- 
tion With His Testimony on Tuesday, July 2, 1957, Before the House Com- 
mittee on Education and Labor Relative to Welfare and Pension Plan 
Legislation. 

STATE BILLS INTRODUCED IN 1957 


Total of 20 bills in 9 States. 


California—7 bills. 
Assembly : Nos. 256, 920, 1773, 3146, 3591. 
Senate: Nos. 533, 2442. 
Connecticut—® bills. 
House: Nos, 139, 153, 985. 
Senate: Nos. 37, 710. 
Michigan—1 bill. Have copy of bill, but does not show whether introduced 
in senate or assembly nor the number of the bill. 
Minnesota—1 bill. Senate: No. 648. 
Nevada—1 bill. Senate: No, 152, 
New Hampshire—1 bill. House: No. 260. 
Oregon—2 bills. House: Nos, 318, 812. 
Wisconsin—1 bill. Assembly : No. 492. 
Massachusetts—1 bill. Senate: No. 690. 


SUMMARY OF REGISTRATION, REPORTING, DISCLOSURE AND EXAMINATION PROVISIONS 
oF STATE LAWS REGULATING AND OF PENDING STATE BILLS To REGULATE WEL- 
FARE FUNDS AND OF OTHER PROVISIONS ADVERSELY AFFECTING WELFARE FUNDS 
WHOSE ACTIVITIES COVER MORE THAN ONE STATE* 


Submitted by Marshall A. Pipin, of Bradley, Pipin, Vetter & Eaton, Chicago, 
Attorneys for the Boilermakers National Health and Welfare Fund, in Connec- 
tion With His Testimony on Tuesday, July 2, 1957, Before the House Committee 
on Education and Labor Relative to Welfare and Pension Plan Legislation 


1This summary covers existing State legislation and those of the bills now pending before 
State legislatures which, so far as we can ascertain, are receiving serious consideration. 
In some States several different bills to regulate welfare funds were introduced. Of these 
the bill receiving the most serious consideration is covered in this summary. A number of 
State legislatures adjourned without completing action on pending welfare fund bills. 
While these bills are not covered herein, they are fairly represented by the laws and pending 
bills covered herein. 
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REGISTRATION 

State laws 

New York.—Registration is in the form of and contains information prescribed 
by superintendent of insurance. 

Connecticut.—Registration is in the form prescribed by commissioner includ- 
ing but not limited to information required by the act. 

Washington.—File copy of trust instrument and amendments with commis. 
sioner. 


Pending State bills 

Wisconsin.-—Registration would be in the form of and contain such informa. 

tion as may be prescribed by the commissioner. 

California.—Registration would be in form and content as provided by Com.- 
missioner. 

New Hampshire.—Registration would be in the form prescribed by commis 
sioner including but not limited to the information stated in bill. 


ANNUAL STATEMENTS AND REPORTS 
State laws 

New York.—Requires annual statement by fund in form prescribed by superin- 
tendent. Statement is very detailed with schedules. Can require special state- 
ments. 

Requires annual report which is a summary of annual statement, in such 
form and content as superintendent requires. This is required to be sent to 
contributing employers, union, and covered employees. 

Connecticut.—Requires annual statement in form prescribed by superintendent 
including items set out in statute. 

Washington.—On request of commissioner a fund must file such regular and/or 
special reports as commissioner deems necessary from time to time. 

Pending state bills 

Wisconsin.—Requires annual statements in such form and containing such 
substantiating information as commissioner may prescribe from time to time, 
including but not limited to information set out in bill 

Requires annual report: A summary of annual statement in such form and 
content as commissioner may prescribe from time to time. 

Employer reports: Every employer doing business in State would be required 
to make an annual report of contributions made by him to each fund to which 
he contributes. 

Californiu.—Requires annual report in form and content prescribed by com- 
missioner. 

Commissioner may also require report on any transaction, cendition or mat- 
ter connected with fund. 

New Hampshire.—Requires annual statement to commissioner in form pre- 
scribed by commissioner, including but not limited to certain information stated 
in bill. Statement must be certified to by independent public accountant based 
upon a comprehensive audit. 

Commissioner may also require special statement or report in relation to 
transactions or condition of fund, or matter connected therewith. 

Also requires annual report to be filed with the commissioner in form and 
containing such portion of annual statement or any special statement as com- 
missioner prescribes. 

PUBLICATION OF ANNUAL REPORTS 
State laws 

New York.—Annual reports required to be sent to covered employees, con- 
tributing employers, and union. Required to be in prescribed form. 

Connecticut.—Such portions of annual statement as prescribed by commis- 
sioner required to be mailed or otherwise distributed to contributing employers, 
labor organization party to agreement establishing fund, and covered employees. 

Washington.—Reports are to be open for inspection by the public in com- 
missioner’s office. 

Pending State bills 

Wisconsin.—Report must be available for inspection. Commissioner could 
require trustees to mail report to covered employees, contributing employers’ 
and labor organization. 

California.—Fund must make annual report to every contributing employer 
and covered employee requesting report. 
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New Hampshire.—Annual report would be kept at commissioner’s office and 
principal office of trustees for inspection by contributing employers, labor or- 
ganization party to agreement establishing fund, and covered employees. 

Commissioner may require trustees to mail report to covered employees, con- 
tributing employers, and to labor organization party to agreement establishing 
fund. 

INVESTIGATIONS AND EXAMINATIONS 
State laws 


New York.—Superintendent may examine as often as he deems necesSary and 
must do so at least once every 5 years. Fund pays expense of examination. 

Superintendent may also require special reports from and make special in- 
quiries of trustees. Expense is paid by fund. 

Connecticut.—Examination only if requested by prescribed percentage of (a) 
contributing employers, (0) labor organizations party to trust agreement, (c) 
covered employees, (d@) employee trustees or (e€) employer trustees. Expense is 
paid by fund. 

Washington.—Same as New York except expense paid by State. 


Pending State bills 


Wisconsin.—Same as New York. 

California.—Commissioner may examine as often as he deems it necessary and 
shall do so at least once in every 3 years. Commissioner may, in his discretion, 
accept certified public account audit of fund in lieu of examination. Commis- 
sioner not required to accept such audit. Bill is silent as to who bears the 
expense of examination. 

New Hampshire.—Examination is obtained by requiring the annual state- 
ment to the commissioner to “be certified by an independent public accountant, 
based upon a comprehensive audit made on behalf of the beneficiaries and con- 
ducted in accordance with accepted standards of auditing.” Bill is silent as to 
who pays the accountant. 


REGULATION UNDER OTHER LAWS 
State laws 


New York.—If fund is complying with laws of any other States or of United 
States, superintendent may waive but not required to waive registration, filing, 
examinations, statements, or reports to the extent they are included in such other 
laws. 

Superintendent also may revoke waiver at any time “if, in his opinion, such 
other laws fail to accomplish adequately the purposes of” New York law. Subject 
to judicial review. 

Connecticut.—Same as New York except applies only to law of another State 
and not to the laws of the United States. 

Second paragraph under New York above also applies to commissioner refus- 
ing to grant as well as to his revocation of waivers. 

Washington.—No provision for waiver even though complying with the law 
of another State. 


Pending State bills 


Wisconsin.—Bill as originally introduced required waiver, when fund comply- 
ing with laws of another State, of registration, filing, examination, statements 
or reports to extend these requirements of the Wisconsin bill were complied with 
by compliance with laws of another State. No waiver because of compliance with 
Federal law. However, amendment sponsored by insurance commissioner would. 

1. Make waiver permissive instead of mandatory. 

2. Make waiver apply only to examination, including examination by 
Federal Government, but would leave fund subject to Wisconsin registration, 
filing, statement and report requirements. 

8. Leave Wisconsin free to investigate any matter not included in other 
State’s examination or not reported on to other State to the satisfaction of 
Wisconsin commissioner. 

California.—Bill, as now amended, when principal office of fund is outside 
State and fund is complying with law of another State or of the United States, 
commissioner by rule or regulation may (not required) exempt fund from regis: 
tration, examination, statements, or reports to extent that such requirements are 
substantially complied with by complying with such other laws. 

New Hampshire.—Same as California bill, as amended, except commissioner 
required to waive if compliance with laws of other State fulfills (exactly, not 
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“substantially” as California) the registration, filing, examination, statement 
or reports requirement of New Hampshire. Commissioner may refuse to issue 
or may revoke a waiver at any time if, in his opinion, compliance with laws of 
— State fails to accomplish adequately the purposes of the New Hampshire 
ill. 
PROHIBITION OF CERTAIN PRACTICES 
State laws 


New York.—As interpreted and applied by the New York Welfare Fund Bureau 
and the superintendent of insurance, the New York law, as adopted in 1956, pro- 
hibits participating union and their officers, agents and employees, the trustees, 
contributing employers and also any agent or employee of the fund from receiy- 
ing any payment, commission, loan, service or other thing of value— 

(1) From an insurance carrier, agent or broker; or 

(2) From an employee welfare fund, except—as applied only to payments 
from fund—employee benefits, reasonable compensation for necessary serv- 
ices, expenses “rendered or incurred by him in connection with his official 
duties as such.” 

In 1957 the New York law was amended— 

(1) To extend the above prohibition to insurance carriers making such 
payments; and 

(2) To provide that “the superintendent may, by regulation or order, 
and upon such terms and conditions as he may require, authorize or approve 
any transaction or transactions prohibited” by either or both of the above 
prohibitions, “upon his finding that the transaction or transactions promote 
or will promote the best interests of the relevant employee welfare funds, 
and do not or will not adversely affect the interests of the covered em- 
ployees.” 

Connecticut.—Same as New York law of 1956 without 1957 waiver amendment. 

Also would prohibit insurer from paying commission “for services except such 
as are rendered in behalf of insurer * * *.” 


Pending State bills 


Wisconsin.—Same as New York law of 1956 without 1957 waiver amendment. 

California.—Originally was same as New York law of 1956 without 1957 waiver 
amendment. However, on June 8, 1957, this bill was amended at our insistence 
to include same waiver provision as is contained in 1957 amendment to New 
York law. 

New Hampshire.—Same as New York law of 1956 without the 1957 waiver 
amendment. 

Also would prohibit insurance carrier from paying any commission, compen- 
sation or other fees or allowances for services except for such services as are 
rendered in behalf of such insurance carrier. 











COMMENTS OF GILBERT K. REEVES, OF MarsH & MCLENNAN, ADMINISTRATOR OF 
BorLERMAKERS NATIONAL HEALTH AND WELFARE FUND RE WORK AND TIME RE- 
QUIRED IN PREPARATION OF ANNUAL STATEMENT AND ANNUAL REPORT TO NEW 
YorK WELFARE FUND BUREAU AND PROBLEMS ENCOUNTERED 


Approximately 1 week of the administrator’s time was required in the prepara- 
tion of the statement and report. A considerable amount of this time was spent 
in conferences with the attorneys and auditors of the fund and representatives 
of the insurance company. This time was divided between the actual compila- 
tion of data on the one hand and efforts to determine the precise meaning of the 
terms used in the statement and report forms and the application of those terms 
to the affairs of this fund. If statements and reports were required by all 48 
States, the full-time services of a competent employee would be necessary to pre 
pare the same, in addition to considerable amounts of time required of at- 
torneys, auditors, and insurance company representatives. 

Specific problems encountered in the preparation of the New York statement 
and report forms were: 

1. Resolving the ambiguities in terms and determining what meaning was in- 
tended by the welfare fund bureau. Examples of such terms are: 

(a) Administrator. 
(b) Fiscal officer. 
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2. Furnishing financial data in the manner required by the welfare fund 
bureau which did not follow any accepted accounting methods or procedures. 
This not only required determining what was being asked for but also required 
considerable recomputations and recompilations of information prepared by the 
auditors. Examples are: 

(a) “Unassigned funds” (pp. 3-4 of statement and p. 3 of report). This 
term has no generally accepted meaning in welfare-fund accounting proce- 
dures. 

(b) “Net increase or decrease before reserves” (line 20) and “net in- 
crease or decrease after reserves” (line 22) on page 4 of statement. ‘These 
computations similarly have no accepted meaning in welfare-fund account- 
ing methods. 

(c) “General expenses” (line 13, p. 4 and exhibit 6). This term is so 
broad, even when related to the specific items in exhibit 6, that it was dif- 
ficult to know which of the various component expenses shown in the certi- 
fied audit were to be included. 


BRADLEY, PIPIN, VETTER & EATON, 
ATTORNEYS AT LAW, 
Chicago, Ill., March 11, 1957. 
Re boilermakers national health and welfare fund. 
Mr. BENJAMIN L. TENZER, 
Counsel Welfare Fund Bureau 
New York Insurance Department 
62 Broadway, New York, N.Y. 

DEAR Mr. TENZER: In keeping with our telephone conversation today we are 
enclosing herewith a copy of the Annual Report of the Boilermakers National 
Health and Welfare Fund for the year 1955-56, which was distributed to all 
employees and contributing employers. The trustees are anxious to prepare the 
1956-1957 report and we are accordingly requesting permission from you to pub- 
lish the report in substantially the same form as the enclosed. 

There are two advantages in using the enclosed form instead of the form of 
annual report which we have filed with your department: First, the enclosed 
report form sets forth verbatim the audit report of the certified public account- 
ants, which contains more detail than the report form filed with your department, 
and second, it would not be possible to have the auditor’s certificate cover the 
publication of the annual report, if the New York Welfare Fund Bureau form is 
used, and we feel that the certificate is of considerable value. 

This same matter was raised informally at the first conference that we had 
with you and Mr. Isaacs on October 30, 1956, and we were advised then that the 
same form of report could be used in the future and would be in compliance with 
the welfare fund law. We realize that this was before the form of report had 
been prepared by your department and before any regulations had been issued, 
but we would greatly appreciate being able to use the enclosed form for the 
reasons mentioned above. 

We hope to hear from you at your earliest convenience. 

Sincerely yours, 
BRADLEY, Prern, VetrerR & BATON, 
By: Rosert W. Crowe. 


STATE OF NEW YORK, 
INSURANCE DEPARTMENT, 
New York, March 14, 1957. 
Re boilermakers national health and welfare fund. 
Mr. Ropert W. CROWE, 
Bradley, Pipin, Vetter & Eaton, 
135 South La Salle Street, Chicago, Ill. 

Dear Mr. Crowe: Your letter of March 11, 1957, has been referred by Mr. Ten- 
zer to the writer for reply. 

The report attached to your letter is not in the same form as the annual report 
designed by this Department, nor does it contain the same information. There- 
fore, we shall expect you to comply with the requirements of regulation 36 by 
distributing the annual report in the same form as filed with this Department 
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pursuant to law. There is no objection to the distribution of your enclosed form 
of report in addition to that which is required by this Department. 
Very truly yours, 
LEFFERT Hotz, 
Superintendent of Insurance, 
By: JAMES J. HIGGINS, 
Chief, Examination Section, Welfare Fund Bureau. 
Mr. Wier. We want to thank you for giving the committee your 
aid. 
Mr. Pretrn. I want to thank the members of the committee for taking 
the time to listen to me. 
Mr. Wier. The committee will stand adjourned subject to call of the 
Chair. 
(Whereupon, at 12:05 p. m. the committee was recessed subject to 


call.) 
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WEDNESDAY, JULY 24, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON EpucatTION AND Lazor, 
Washington, D. C. 

The committee met at 10:15 a. m., pursuant to recess, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman) 
presiding. 

Present: Representatives Barden, Bailey, Wier, Landrum, Roose- 
velt, Zelenko, Holland, Holt, Wainwright, Frelinghuysen, Nicholson, 
Ayres, and Haskell. 

Chairman Barpen. The committee will come to order. 

Gentlemen, we have with us this morning Mr. Robert C. Tyson, 
chairman of the finance committee of the United States Steel Corp. 

Mr. Tyson, if you will identify yourself with the reporter, we will 
be glad to hear your statement. 


STATEMENT OF ROBERT C. TYSON, CHAIRMAN OF THE FINANCE 
COMMITTEE OF THE UNITED STATES STEEL CORP.; ACCOMPA- 
NIED BY WILLIAM G. WHYTE, ASSISTANT VICE PRESIDENT; 
AND MARC M. FISHER, ASSISTANT COMPTROLLER, UNITED 
STATES STEEL CORP. 


Mr. Tyson. Mr. Chairman and members of the committee, I am 
Robert C. Tyson, chairman of the finance committee of United States 
Steel Corp., and on my right is Mr. W. G. Whyte, assistant vice presi- 
dent of our corporation, and on my left is Mr. Mare Fisher, assistant 
comptroller. 

I have a prepared statement which I would like to read for the rec- 
ord if I may do so. 

Chairman Barpen. We will be glad to have you do so. 

Mr. Tyson. Gentlemen, this is the first appearance of United States 
Steel before a committee of the House on the subject of welfare and 

ension fund legislation. We have made two appearances before the 
ate Subcommittee on Welfare and Pension Plans legislation, and 
I appreciate the opportunity of appearing here today to express our 
views on this important matter. 

Our first Senate appearance was in November 1955 and was for the 
purpose of informing the subcommittee of United States Steel’s long 
experience dating back to 1911 with employee pensions and the means 
of providing for them. We also covered our long experience with 
group insurance plans and their financing. 
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I do not intend to repeat these descriptions here today because they 
are matters of record already available to you. I do wish, however, as 
I did in our recent Senate appearance, to state briefly our position, 

‘which is that we believe the great majority of employee benefit plans 
are operated quite successfully, and there is no evidence of any need 
for costly public supervision. 

There may be a small minority which do require some scrutiny, 
However, it seems to us that there is much merit in letting the matter 
of public supervision be developed and tested by the States through 
extension, if need be, of the substantial supervision that is already in 
existence. 

Mr. Fre~rincuuysen. Mr. Chairman, might I ask Mr. Tyson 
whether he would mind interruption. I would like to ask a brief 

uestion, but I do not want to interrupt him if he would prefer to 
finish. 

Mr. Tyson. That is quite all right, as you wish. 

Mr. FRELINGHUYSEN. I wondered about the expression, “public 
supervision.” Are you talking about a disclosure statute, and are you 
objecting to a Federal disclosure statute ? 

Mr. Tyson. I believe that that will all come out in my statement. 
We have very definite feelings regarding disclosure as well as regu- 
lation, if you are differentiating between those two terms. 

Mr. FretincHuysen. Does supervision mean disclosure or does it 
mean something else ? 

Mr. Tyson. It would mean either in the broad sense, but I do cover 
both of those points in my statement as I go along. 

Mr. Frevtincuvysen. In the sense you have just used it, are we talk- 
ing about that you feel that the States should develop this matter 
of disclosure? 

Mr. Tyson. If disclosure is what is needed, then it can be developed 
on the basis of disclosure. 

Mr. Fretincuuysen. At the State level, that is what I am asking. 

Mr. Tyson. At the State level, yes. If further things are needed 
in the development of this matter, as times goes along, then that like- 
wise should come through the State in our opinion. 

Mr. Fretincuuysen. If we had 48 disclosure statutes we might 
have considerably more costly public supervision than we would if 
we had a single Federal disclosure statute, if that is what we are 
talking about. Perhaps we ought to let you proceed. 

Mr. Tyson. I believe part of it will come out, but I will be glad 
to elaborate on it at a later time in the statement. 

Mr. Fretincuuysen. I have no wish to interrupt, Mr. Tyson. 

Mr. Tyson. Since our initial Senate appearance, a number of bills 
relating to this subject matter have been introduced in the House’ 
and in the Senate. All of the Senate bills have had their counterparts 
introduced in the House except for S. 1813 and S. 2137 which I shall 
refer to as the Goldwater bill and as the Allott bill, respectively. 
There have been other developments along the lines of further dis- 


1H. R. 487, H. R. 4653, H. R. 6513, H. R. 6650, H. R. 7607, H. R. 8004—introduced by 
Mr. Thompson, Mrs. Green, Messrs. Reuss, Ostertag, Price, and McGovern (the Douglas bill, 
S. 1122); H. R. 2437, H. R. 5994, H. R. 6014, H. R. 6649—introduced by Messrs. Freling- 
huysen, McConnel, and Ostertag (the administration bill); H. R. 7030—introduced by 
Mr. Frelinghuysen; H. R. 7236—introduced by Mr. Landrum: H. R. 7802, H. R. 7960— 
introduced by Messrs. Frelinghuysen and Ostertag (revised administration bill) ; S. 1813 
(the Goldwater bill) and S. 2137 (the Allott bill) have been introduced in the Senate but 
not in the House. 
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closures of bad practices and wrongdoings in connection with the 
handling of welfare and pension moneys ‘of a certain type of plan. 

The area of abuse has been in connection with plans to which em- 
ployers have agreed to pay certain stated amounts of money and 
under which the program of benefits is not negotiated but determined 
by trustees on the basis of moneys available in the fund to which the 
employers’ contributions are paid, the so-called jointly administered 
type of plan. 

I think it important to note that no abuses have been disclosed with 
respect to any other type of plan. This does not necessarily mean 
that there are nowhere any abuses of any kind whatsoever In any 
other type of plan. 

But, as far as the actual information available is concerned, the 
presence of any abuses in other types of plans must remain a matter 
of conjecture or assumption. I believe this would not be generally 
accepted as a sound basis for legislation covering all pension and wel- 
fare plans, which would certainly be very burdensome to such plans 
and exceedingly costly for any Government agency to administer, 
and which might well result in forcing or inducing changes in sound 
business practices and in improper interference with labor- -manage- 

ment relations. I note that the Goldwater bill is limited in its appli- 
cation to the Taft-Hartley type of plan. There is much to be said 
for this approach. 

As I have stated, I have felt that supervision of pension and wel- 
fare funds should be at the State level. I recognize, however, that 
there may be Federal legislation because certain disclosures have 
created some problems, not the least of which is the finding of a means 
whereby proper safeguards may be placed upon the small minority of 
badly administered plans without improper hardships being put upon 
the vast majority of well-administered plans. 

Mr. Frevincuuysen. If I may interrupt again, I do not under- 
stand the statement that there may be Federal regulations. You mean 
there may be need for Federal legislation 

Mr. Tyson. I am admitting in my opinion, because of the disclo- 
sures, sir, there may be felt a need and as such Federal legislation may 
result. 

Mr. FrectincuuyseN. But you did not say “need,” and I wondered 
if you meant there may be need for Federal legislation. 

Mr. Tyson. I did not, sir. There may be because the Congress may 
decide that there has to be. I cannot determine that, but I say that 
that is a possibility. That is my intention. 

Mr. FreLINGHUYSEN. Yes. 

Mr. Hasxeti. You did not mean to say that the disclosures had 
created the problem ? 

Mr. Tyson. No, I said the disclosures have created many problems. 

Mr. Hasxetu. The disclosures? 

Mr. Tyson. The disclosures 

Mr. HaAsxetu. The problems are there, and they have been dis- 
closed. 

Mr. Tyson. That is correct. I do not mean the problems came about 
as a result of these disclosures. 

Chairman Barpen. They created a problem to us after we found 
it out, I might say. 
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Mr. Tyson. So if there is to be Federal legislation in this field, | sit 
do have some suggestions to make to the committee. cle 

They are directed toward imposing the minimum burden and ex- 
pense on employee-benefit plans in general and the minimum burden of 
and expense upon any government: ul agency responsible for adminis- re 
tering the legisl: ition. pe 

First of all, I would like to suggest that any legislation enacted pl 
deal with reporting and disclosure rather than regulation. The lat- 
ter would involve a most costly creation and enforcement of stand- ar 
ards for matters which are inherently not susceptible of rigid stand. fic 
ardization. For example, testimony has been submitted to the Sen- fic 
ate subcommittee which indicates that there are a half million or more 
different plans which would be covered by some of the proposed legis- st 
lation. 

It is more reasonable to suppose that each one differs in some respect P 
from all others than to suppose they all resemble each other. At the be 
same time, it is wholly unreasonable to suppose that the differences 
represent evil deviations from some theoretical ideal rather than good A 
adaptation to particular circumstances. u 

Mr. Roosrvett. Could I ask at that point, You do not mean that you i 
would be against State regulations? 0 

Mr. Tyson. Mr. Roosevelt, I am against regulations. When I say h 
I am against it, I mean in the sense that I see no need for 1 ‘egulation 
of these plans. 0 

Now, I feel, and I am offering a suggestion in my paper, with | VY 


regard to disclosure in connection with these plans—— t 

Mr. Roosrverr. On tax-exempt plans, would you go so far as to say I 
that the existing regulations would be included in your definition of ] 
disclosure, or would you think it already goes too far? 


Mr. Tyson. The existing tax regulations, you mean ? - 
Mr. Rooseveut. Yes. .? 
Mr. Tyson. I do not think necessarily that the tax regulation, as it | 1 
exists today, has a particular bearing on the problem that is being 
considered by this committee. 
Mr. Zecenxo. If you will yield? Mr. Tyson, when you say that 
you do not favor regulation of any kind in response to Mr. Roosevelt’s 


inquiry, whether or not that would go to State regulations, do you 
mean regulation of any kind including State insurance departments 
or laws relating to trusts in the local States ? | 

Mr. Tyson. I think, Mr. Zelenko, that my reference to no need for 
regulation is based on the fact that I believe there is existing legisla- 
tion cover ing the abuses that have been found. 

These abuses have been confined to restricted areas in a certain type 
of plan, and it is my opinion that extensive regulation of all welfare 
plans because of this limited abuse that has been found, is not neces- 
sary at this time. 

Mr. Ze_enxKo. In answer to my inquiry, you mean that there is no 
additional regulation needed, but that which exists now is sufficient 
in your opinion ¢ 

Mr. Tyson. That is correct, sir. 

Gentlemen, I assure you that this is an extremely complicated mat- 
nk It would seem prudent to know a great deal more about these 

atters before concluding that regulatory standards are either de- 
oaks or desirable. Perhaps nothing more need be said on this point 
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since I believe that all of the bills proposed call for reporting and dis- 
closure rather than for regulation. 

Next, I would like to point out a distinction between two broad types 
of plans and suggest that one of them be exempted from burdensome 
reporting. First, there is the type of plan or fund which is pur- 
posely established as the exclusive basis for the benefits which are 
provided. 

Any misuse of the funds of this type of plan will adversely affect the 
amounts of the benefits available, or in some cases the cost to the bene- 
ficiaries, since it is the amount. of money in the fund on which bene- 
ficiaries must exclusively rely for benefits. 

This type may be e¢ alled a cost plan, the benefits, whether or not 
specified in the plan, are limited to whatever a specified cost will buy. 

Then there is a second type of plan under which the employee relies 
primarily upon the employer rather than any fund for the specified 
benefits. 

This is the “level of benefit. plan” defined in and covered by the 
Allott bill. Many such plans do not have a fund. If a fund exists 
under such a plan, it may be created in order to have a means of hold- 
ing and investing the contributions of the employees, if any are made, 
or it may be created voluntarily by the employer solely as an aid to 
him in financing specified benefits he has agreed to provide. 

In any event, the fund is, at the most, supplemental to the general 
obligation of the employer. Any misuse of funds of this type of plan 
would not increase the e mployee’s cost, if any, nor would it decrease 
the extent of benefit he enjoys, any more than any business judgment 
made by corporate officers which affects the profit: ibility of the com- 
pany and hence its ability to respond to all of its obligations. 

In this type of plan what happens to the fund of money should be 
of no more concern to others than any other internal financial trans- 
action or business decision which could affect its ability to perform 
its obligations. 

Since any mishandling of such a fund serves but to increase an em- 
ployer’s costs, his vigilance is guaranteed. 

Mr. Frenrncuvysren. Could TI ask you a question with respect to 
these level of benefit funds. Do you think there is no public interest 
involved in protecting these funds against abuses ? 

Mr. Tyson. Mr. Frelinghuysen, I think there is a public interest in 
everything that corporate management or corporations or trustees or 
anybody else does. But IT think there is a limit beyond which they 
should not be called upon to disclose the inner workings of their trusts 
or of their obliga tions. 

Mr. Frevincuvuysen. I did not ask anything about disclosing the 
inner workings of anything. I was wondering whether there is not 
something that needs protection in these funds in addition to the 
protection that should be afforded the other type of funds. 

Mr. Tyson. I think protection is inherent in these funds that I am 
speaking of, just as much as is the protection of the assets of the 
corporation which is administering these funds. 

Mr. Frecincuvysen. You could argue just as easily that abuses are 
inherent in funds where large amounts of money are involved, and 
there is nothing regulated, and no protection and no disclosure even as 
to how these funds are being handled in some cases. 
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That is, that abuses are not just as inherent as protection is inherent, 

Mr. Tyson. Well, I am not sure, sir, that I understand specifically 
your question if my answer is not responsive to it. 

Mr. Frecincuuysen. I am not sure I understand your position, 
You are suggesting that at any level of government, we should look 
the other way so far as these funds are concerned because there is no 
business of any legislator to see whether or not the employee’s inter- 
ests are protected. This is primarily and purely a matter of whether 
the employer is going to protect himself, and your feeling is that if an 
employer does not feel like protecting himself by protecting the in- 
tegrity of this type of fund, we should not do it either at the Federal 
or State level. 

Mr. Tyson. Mr. Frelinghuysen, I do not think that I have said 
that, and I do not believe it. 

Mr. Frevincuuysen. I am trying to find out what you did say. 

Mr. Tyson. I do not think that inference can come from my re- 
marks. I have stated and as I go along in this paper, I believe it will 
unfold itself. In my opinion, ‘there is no need for Federal or State 
regulation or disclosure beyond what present law indicates is neces- 
sary. 

1 have given and I will continue to give some additional reasons 
for those feelings. 

Now, I haven’t implied or said that the Congress or the legislative 
body should turn their heads and look the other way. It is up to the 
legislators to determine whether they wish to get in and regulate 
something for which there has been no evidence of need of that regu- 
lation. 

That is the point that [ am attempting to make. 

Mr. Fre_incuvuysen. I am not sure whether you include by regula- 
tion, disclosure statutes. 

Mr. Tyson. There is a difference, of course, between regulation and 
disclosure. 

Mr. Frevinecuuysen. What startles me is that you say— 

What happens to the fund of money should be of no more concern to others 
than any other internal financial transaction. 

Mr. Tyson. That is correct, sir, and I make that statement and I 
stand by it for the reason, and I believe if you would let me finish the 
statement there would be things come out to back up these particular 
things, and it would unfold in a way that would give you the answers 
to many of the questions. 

I will be very happy to go into that in great detail after I have fin- 
ished this statement, if I may. 

Chairman Barpen. Mr. Tyson, I have committed myself to Mr. 
Bailey for one question, and after that I believe that it would be 
better if we let you continue with your statement and then we can ask 
questions. 

Mr. Bamey. Mr. Tyson, in these so-called employer funds that are 
set up, do you not think th: it if they were set up as a fringe benefit as 
a result of wage agreements or collective bargaining that there is an 
inherent interest on the part of the employees in this fund that would 
warrant the disclosure as to the conditions of the fund ? 

Mr. Tyson. I am attempting to draw a distinction here between 
two types of plans. I think in the type of plan, whether it is bar- 
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_ gained or is not bargained, where the benefits are dependent upon the 


rent, | moneys that are available to buy it, that there is a basis for joint 
Healy discussion and joint agreement on certain matters. 

al I think again my statement. will bring that out because I do com- 
SItOn, ment on that partic ‘ular feature. In the level of benefits plan, however, 
look | you will find in practically all instances that the agreement with the 
1S No | bargaining unit is to provide a benefit and not to pr ‘ovide a fund. 

mers The fund is set up for the primary purpose of enabling the em- 
ether ployer to meet the obligations, a method of meeting the obligation, 
if an which he in the future at some date will have to pay. 

ote I think there is a distinction and a difference there and I am at- 


tempting and shall attempt as I go along, to point up that difference. 
Chairman Barpen. You may proc eed, Mr. Tyson, and I think it 
would work better if we let you continue and complete your statement. 
Mr. Tyson. Thank you, Mr. Chairman. 
Cost plans include all those in which any abuses have been reported, 


® said 


V. 


ly Te- . | and it is only in this type of plan where abuses can seriously endanger 
it will the rights of the beneficiaries and where disclosure might, therefore, 
State — | be called for. 
ae With respect to level-of-benefit plans; both the character of the 
obligation undertaken and the employer’s self-interested vigilance 
sasons | make disclosure unnecessary. And there are many good reasons for 
| not requiring disclosure where it is not necessary, which I will discuss 
lative later. 
to the Let me conclude discussion of this point by observing that the dis- 
zulate | tinction between cost plans and level-of-benefit plans is not a distine- 


i 
regu tion between employer-administered plans and union or jointly ad- 
ministered plans. 

Many employer-administered plans are cost plans and, in fact, 
»gula- exempting level-of-benefit plans from reporting would not exempt 
United States Steel from all reporting because we have plans of both 
types. 

And while, as I have said, disclosure with respect to level-of-benefit 
plans is unnecessary, we do display each year in our annual report 


n and 


others the financial operations of our pension funds, including certain in- 
formation on investments; and with respect to the cost- type plans we 

and I furnish full information to the unions involved. 

sh the My third suggestion to minimize burdens and costs is that the in- 


formation that may be required be confined strictly to the areas where 
abuses have occurred. Put another way, extensive data should not be 
collected which are of a general statistical nature or which do not 
relate to matters susceptible of abuse. 

In order to accomplish that objective, I would suggest that any 
legislation contain minimum and maximum guides as to the informa- 
tion authorized to be collected. Such limits are contained in the 
Douglas bill, first introduced in the House by Mr. Thompson, and the 
Allott bill. 

Before stating my fourth suggestion, I would like to discuss more 
fit as fully the reasons already alluded to w hy I think any legislation should 
is an be limited in the respects I have mentioned. 
vould First, I am sure that this committee realizes that any of the legis- 
lation being considered is bound to impose an enormous task on 
whatever agency of Government is selected to administer the law. 
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Estimates of the total number of pension and welfare plans rangeup | yp 


to 500,000 and above. 

Merely to receive and initially process the briefest kind of report 
from each of these plans would require an enormous staff at a cost 
probably all out of proportion to any benefit to be gained. 

Classifying, analyzing, and compiling in any useful form the 
information contained therein would necessitate many additional 
highly trained, competent personnel. Investigations of leads to pos- 
sible abuses and disclosures of the results thereof would be an addi- 
tional tremendous task. 

It could very well happen that any agency entrusted with this task 
would become so bogged down with the sheer volume of paper that it 
would never get beyond the stage of mere collection of reports. 

The Securities and Exchange Commission and the Secretary of 
Labor have testified with respect to the number of persons and 
amount of funds which would be required to administer the Douglas 
bill and the administration bill. 

I note that the initial estimate of the SEC was based on a thorough 
examination and analysis of only a small sampling of the reports. 
Even so, this estimate seems to me to be on the low side, as does the 
estimate of the Secretary of Labor. 

In any event, it will be interesting to see how the figures grow 
when the SEC makes a further report based on 500,000 plans and 
analyses of all of them. 

Second, the burden on those required to report should also be con- 
sidered, together with the possible harm which might be done to legit- 
imate interests if certain matters should be required to be reported 
and publicly disclosed. 

It is difficult to estimate the cost of making up and filing reports 
which might be required, but if it only costs $100 extra on the aver- 
age for each report, it would represent $50 million a year. And I 
think that this estimate is very low because it could not provide for 
much in the way of added auditing, legal, or other extraordinary 
costs. 

I believe, therefore, that the committee should give serious thought 
to the best way in which to cut down the number of reports to be 
required, as well as the number of items to be reported. 

As to the number of plans reporting, the Douglas bill attacks this 
problem by classifying plans according to size and exempting plans 
covering less than 25 employees and, on a discretionary basis, plans 
covering less than 100 employees. 

The Goldwater bill, on the other hand, classifies plans according to 
type and exempts certain types of plans where the need for reporting 
and disclosure has not been demonstrated. 

The Allott bill, like the Douglas bill, exempts small plans, and it 
also classifies and exempts plans according to type, although on quite 
a different basis than the Goldwater bill. 

The administration bill, in its latest form, contains no exemptions 
whatsoever. It has been testified that any of the bills providing ex- 
emption would eliminate more than 90 percent of the plans and leave 
a relatively small group that could be more readily handled. I think 
it is more logical to cover fully the area where abuse has been shown 
to exist than it is to exempt part of it from inspection on the ground 
that only a small number of people are injured. For this reason, I 
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prefer the second basis of exemption which is by type rather than by 
size of plan. 

With respect to the amount of information to be furnished, any 
legislation should be specific and should be held strictly to such items 
as are necessary to ferret out possible abuses. I believe it is well rec- 
ognized that many statisticians, if left to their own devices, tend to 
collect information which may never be useful except for the creation 
of statistics. 

Too much discretion placed in the agency administering the law 
might well result in the collection of much information not worth the 
expense of collecting. On the other hand, within the limits prescribed 
by the law, such agency should have discretion to permit the elimina- 
tion of some items which in a particular case are not material and 
also to permit certain items to be reported on a confidential basis if 
good cause be shown. 

I have in mind the development of rules and practices with respect 
to materiality and confidential filings similar to those evolved by the 
SEC under the present laws administered by that agency. 

Quite aside from the matter of cost and burdens, there are additional 
reasons for limiting the disclosures. Surely there must be some point 
beyond which disclosure of confidential or competitive information 
would be disadvantageous to the very fund and its beneficiaries whom 
the disclosure is intended to protect. 

We believe, for example, the investments of our pension trusts are 
of an exceedingly confidential nature from a number of points of view. 
One reason is that the business of investing funds, like other phases of 
American life, is highly competitive. We do not wish competitors in 
this field to know our trustee’s investment policies or the amount or 
nature of particular investments. 

As an example of the kind of situation which arises, there have been 
occasions when the trustee has adopted a long-range program of in- 
vesting in the securities of a particular kind of a specific industry 
which it felt had growth possibilities. 

If its investments had been generally known, other investors could 
and well might have followed its policy with respect to these securities 
and forced up the market price before it could have completed its 
program. 

There is another reason why we believe it is essential to keep indi- 
vidual investments of the pension trusts confidential. The assets of 
these trusts are, of course, trust funds and must be invested with due 
regard to that fact. Because the inherent characteristics of securities 
and their respective attractiveness as investments are constantly 
changing, the securities of one company may be bought or sold today 
and of another bought or sold tomorrow. 

This process goes on in all trust-fund investments. If this constant 
buying and selling of securities is not kept confidential, changes in 
the investment portfolio could be improperly construed as an expres- 
sion of confidence or lack of confidence in the management of a par- 
ticular company. 

This might not only lead to disturbing inferences on the part of the 
company whose securities are bought or sold but to many other infer- 
ences or uses which would not be desirable. ; 

On the matter of limiting detailed disclosure to information per- 
tinent to the problem, I would like to comment on a provision of the 
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Douglas bill, which is also contained in the Allott bill. I think the 
information required with respect to funding provisions and to fund 
investments is carefully and soundly worked out with one exception. 

These bills provide for the disclosure of a detailed list of any in- 
vestment— 
if the cost or present value thereof, whichever is lower, exceeds * * * 10 percent 
of the current value of the outstanding securities or obligations of any one 
issue. 

It seems to me that this detailed disclosure should be confined to 
any investment in voting securities of a company which exceeds 10 
percent of the voting power. According to the testimony of Senator 
Douglas himself in Senate subcommittee hearings, the purpose of this 
ae is to disclose detailed investments in cases where a pension 

nd might have unduly strong voting power in any company’s affairs, 

My fourth and final suggestion has to do with the agency to which 
any required reporting should be rendered. Two agencies are contem- 
plated in the proposed legislation, the Securities and Exchange Com- 
mission and the Secretary of Labor. 

Of the two, I believe the SEC is the more appropriate. It is a con- 
tinuing bipartisan entity, whereas the Labor Department, like all the 
executive departments under our form of government, is intentionally 
subject to political leadership. 

Elimination of fiduciary abuses, if to be undertaken other than 
through punishment by established court action, should presumably 
be administered by a nonpartisan agency, and the executive depart- 
ment thereby be spared accusation of favoritism. 

Over the two decades of its existence, the SEC and industry have 
resolved many of the complex problems of reporting and disclosure 
covering companies of all sizes as well as situations of the most 
diverse character. 

The portion of the reporting having to do with investment and man- 
agement of funds would seem to be a natural extension of the SEC 
function. I understand that the staff of the Senate Subcommittee on 
Welfare and Pension Plans Legislation in its studies made a year or 
so ago received valuable assistance from the staff of the SEC in con- 
nection with these matters. 

As you know, all companies whose stock is listed on the stock ex- 
changes, as well as investment trusts and others, now file audited 
reports with the Commission on many matters. Of course, it is also 
true that labor unions now file reports with the Secretary of Labor. 

I am aware that spokesmen for the SEC have shown some reluctance 
to take on the task of receiving pension and welfare-plan reports, 
If it should be decided that an executive department is to be the agency 
rather than the SEC, it is well to bear in mind that the Internal 
Revenue Service has long dealt with funds qualifying for exemption 
under the income-tax laws. 

Therefore, of all the executive departments, it seems to me that this 
is the most appropriate one to take on this task. The qualified plans 
now file voluminous information with the Internal Revenue Service, 
but on a confidential basis. 

In making the suggestion that administration of any new law might 
be assigned to the IRS, I feel that the information now furnished to 
it should as such continue to be held confidential. 
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For reasons I have previously mentioned, any information to be 
made subject to public disclosure should be limited to that which is 

rtinent to the abuses which are the concern of this committee and 
should be specified in any new law. 

In conclusion, gentlemen, you may understand from what I have 
said that I have doubts of the desirability of Federal legislation with 
respect to these matters. In the event that such legislation should, 
nevertheless, be forthcoming, it is my hope that it be aimed primarily 
at the correction of abuses where abuses have been shown to exist, and 
that every effort should be made to limit the burdens and expenses 
entailed not only to the Government itself, but also upon the half a 
million or more plans now in existence. 

Chairman Barven. Thank you, Mr. Tyson. I have just one word. 

As I understood your position at the outset, and as you enlarged 
upon it, on the level-of-benefit plans, your position is that safe man- 
agement of that plan is safeguarded by the same thing that safe- 
guards the value of the capital stock of the company. 

Mr. Tyson. That is correct, sir. 

Chairman Barpen. And it is an outstanding obligation just as 
much so as any note that it has outstanding or borrowed money. 

Mr. Tyson. Or payroll, or any of the many other obligations that 
the company has. ; 

Chairman Barpren. And if the company makes a bad investment in 
a piece of property, or in a contract, then that falls in the same 
category that it would be a bad investment in handling the funds 
because it is a general obligation of the company backed by the value 
of the company, is that correct? 

Mr. Tyson. That is correct, Mr. Chairman. 

Chairman Barpren. Mr. Wier, do you have any questions ? 

Mr. Wier. Mr. Chairman, I regret that I had to go to the judiciary 
subcommittee hearings and not be here to hear all of the testimony 
of the gentleman. But I notice from his comment, that his appear- 
ance here this morning is primarily dealing with the provision of 
complete coverage of all welfare funds, Is that a fair statement? 

Mr. Tyson. Mr. Wier, if I may I would like to put in my own 
words, our position. 

We, in United States Steel, have had a lot of experience over a great 
many years with pension and welfare plans and arrangements. It 
is our desire to aid this committee in giving them the benefit of some 
of our experiences and the thoughts which we have given to this 
matter. 

As I stated, and as was set forth in my statement, in the type of 
plan with which we are associated, we have not seen any need or any 
evidence of need of further legislation in this regard. We believe 
if there is any need for further legislation, it should be developed at 
the State level rather than at the Federal level. 

We believe that in connection with abuses, thefts, and the sort of 
things which have been disclosed in some areas, there are existing 
laws which can take care of those situations and so we do not see 
the necessity for the legislation that is being contemplated. 

However, if it is the determination of the Congress that there 
shall be legislation, we have attempted to suggest areas which they 
should consider in devising that legislation. That is the purpose 
of this. 
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Mr. Wier. That is of exceptions in certain areas. 

Mr. Tyson. That is correct. 

Mr. Wier. Let me follow that up then, and I think that I have 
said about what you said only I said it more frankly and more 
briefly. 

First let me ask you, whatever benefits are now for the employees 
of your corporation are arrived at through collective bargaining; are 
they not? 

Mr. Tyson. Mr. Wier, we have some 260,000 employees in our 
corporation and of that number some 170,000 or 175,000 are mem- 
bers of collective-bargaining units. Since the matter of pensions 
and insurance are subject to collective bargaining, any arrange- 
ments we have with those particular employees are the result of col- 
lective-bargaining agreements. 

Mr. Wier. In other words, you are telling me that part of your 
employees are covered by collective bargaining and part of them 
are not. 

Mr. Tyson. That is right. 

Mr. Wier. Your production workers are all covered by collective 
bargaining? 

Mr. Tyson. For all practical purposes; that is correct. 

Mr. Wier. And your white-collar workers, I assume, are not! 

Mr. Tyson. Well, we have unions of salary groups as well as pro- 
duction workers. 

Mr. Wier. Do the benefits apply to the white-collar workers of 
your company ? 

Mr. Tyson. We have, sir, one pension plan. 

Mr. Wier. For everybody ? 

Mr. Tyson. That pension plan is the same in its application to 
everybody who is a party to the plan. It has been extended and 
we have had such a plan since 1911, long before pensions became 
a matter of collective bargaining. It was always so, that the plan 
covered all employees, without discrimination. 

The plan as we have it today has various parts, and all of the 
benefits are not the same because some union leaders and their fol- 
lowers wish different benefits than do some others, and not all union 
agreements carry the same benefits. 

So while we have one pension plan, it may provide for varying 
benefits of those who are covered under it. 

Mr. Wier. What other benefits are a part of your collective bar- 
gaining with, I presume, the steelworkers’ union. 

Mr. Tyson. That is one of the unions, sir. 

Mr. Wier. That is your production people? 

Mr. Tyson. They are the largest union with which we deal, but 
we have one-hundred-and-twenty-odd union agreements in our com- 
pany. 

Mr. Wier. Well, that is not bad. 

Mr. Tyson. No; but if you had 120 different plans it would be quite 
a problem. 

Mr. Wier. I can appreciate that. 

Mr. Tyson. We also have some production workers who are not 
covered under our plan at all. Our coal miners, for example, are such 
a group. 
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Mr. Wrr. Would you outline the benefits of other welfare provi- 
sions? Do you have hospitalization ? 

Mr. Tyson. We have an insurance plan separate and apart from the 
pension plan, and the insurance plan, which had been negotiated with 
the steelworkers for the first time in 1949, was a contributory plan 
based on a 50-50 arrangement. The company contribution was spe- 
cifically set at 214 cents per hour for each hour worked. 

That was matched by the employee and the benefits available to the 
beneficiaries were what benefits could be bought with the 5 cents that 
went into the fund. That is a type of plan which I have described as 
a cost plan as distinct from a level of benefits plan. There we nego- 
tiated for a fixed cost as distinct from fixed benefits. 

Mr. Wier. Do you participate in the negotiations for your corpo- 
ration ? 

Mr. Tyson. I have been on occasions. 

Mr. Wier. Then I will get to the meat of what I am trying to find 
out. 

During the course of negotiations, for, let us say, 22 cents an hourly 
rate, the union also puts in a little provision for improvements of 
the so-called fringe benefits, pensions and all. That usually follows; 
does it not? 

So, during the course of your negotiations, you reject the 22 cents 
and the additional cost of benefits, and counter with a proposition that 
will give you 18 cents and apply 6 cents of the 22 that was asked for 
to benefits or perhaps that would be 4 cents. 

That would be to improve the present benefits, because of the in- 
creased cost of hospitalization and the increased cost of everything. 

Now, is that the way you operate in negotiating so much for wages, 
and so much for your welfare plan ? 

Mr. Tyson. Mr. Wier, I am sure that there is no pattern and no 
fixed pattern as to the manner in which negotiations are carried out. 
Theoretically, of course, in reaching agreement on a package where 
more than one element is involved, it resolves itself at some stage, 
at least on the employer’s part, to a matter of cost. 

He must live with that cost. I am not entirely certain in my own 
mind that the cost is the primary motive or the motivating force be- 
hind the demand from the other side. The demands which are made 
by the representatives of the workers are for specific things, rather 
than for what the cost of those things may be. 

You get down then, to a final resolving of all points, and I am sure 
everyone has an understanding of what those costs are. But it is very 
rare, at least in my experience, that you give up wages to get some- 
thing else. 

Mr. Wier. That is what that pattern is today, particularly in the 
heavy industries, and the so-called nationwide industries. 

That is that the welfare fund now becomes a part of the contract 
and so the union starts out with 22 cents for wages and 6 cents for in- 
creased welfare benefits. 

Mr. Tyson. That is correct, sir. 

Mr. Wier. And so, between the two of them, you begin finally to 
arrive at an agreement and down comes the wages a little bit to 
strengthen the welfare benefits. 

Mr. Tyson. I might say they have grown by leaps and bounds over 
the past few years. 
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Mr. Hotxtanp. So have the profits. 

Mr. Tyson. Not as much. 

Mr. Wier. Let us say it is the philosophy of your corporation that 
when we arrive at an agreement with the unions over disposition of the 
total cost that we have 18 cents in the paycheck and 4 cents in the pen- 
sion fund—that indicates where it goes—do you take the position 
that the employees should have no control over that 4 cents that they 
have substituted for the check ¢ 

Mr. Tyson. I have not taken the position that they should have no 
control over it. 

Mr. Wier. Or voice in it / 

Mr. Tyson. I do not think that they have any voice in the calcula- 
tion of the paycheck. If it is not right we can sit down and discuss 
it and correct it. I think the same thing happens when it comes to 
the pension benefit. 

The benefit is what we have negotiated and not a pot of money. If 
he does not get his benefit, he has a right to make a complaint. But 
as long as the obligation which we have is met, I think we have ful- 
filled the obligation and I think it is the thing that the employee is 
primarily concerned with. 

I think I should say, at this point, sir, which is perhaps, afield of 
the direct question, there is no conflict between the employers and the 
employees in this regard. 

I am sure you understand that we as employers are as much con- 
cerned with morale and the obligations we have to our employees, and 
the desire to have those employees happy employees because it is the 
only way, effectively, that we can run our business. We have no de- 
sire to do anything with these moneys that infringes upon our obliga- 
tion to the employees. 

I am afraid that in some of these discussions, there is the feeling 
that the employer if he administers this fund, is trying to keep some- 
thing away from somebody. That is the furtherest thing from our 
mind. 

Mr. Wier. I subscribe to what you said. However, I cannot miss 
that opportunity you gave me to say that it took the steel companies a 
long while to learn that lesson about good morale and happy rela- 
tions. 

Mr. Tyson. I am glad, sir, you think that we have it now. 

Mr. Wier. I will wind up with just one question which disturbs 
me somewhat. When you negotiate with the production workers 
or the unions having collective bargaining agreements, in particu- 
lar with the steelworkers which is your biggest unit, is the ques- 
tion discussed, in the negotiations or is it advanced by the nego- 
tiators of the union? I might be brutally frank enough to say 
perhaps they demand representation on the — of these 
funds that go into the welfare fund. I do not mean by that, that your 
securities and your investments should be invest igated, but I only refer 
to the expenditures in connection with these ‘deductions from the 
payroll for the benefits that are subscribed to in your contract. 

They may be vacations and they may be hospitalization and as you 
have said there are pensions there. I do not know how many others 
you have that come as a benefit. But does the union ever raise the 
question as to having representation on a committee? 
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Mr. Tyson. Mr. Wier, I am very glad to comment on that particular 
question because our relations w ith the steelworkers in this regard 
have been very good, and I am very proud of the relationship we 


have had with them. 
I must point out, or repeat what I said in my statement, and I have 


said otherwise. 

Our insurance plan is on a cost basis. We pay in a certain amount of 
money and the benefits that are determined are what can be bought 
with that money. The employee likewise pays toward the cost of those 
benefits. Then we have a joint arrangement and this was agreed to 
in bargaining, and we have set up a committee composed of members 
of the union’s staff and of members of the corporation. 

We do provide them with’ information quarterly regarding the 
total receipts, the total claims, the total retentions, and the number 
of people receiving benefits during the period, and so on. 

Mr. Wier. How widely distributed is that ? 

Mr. Tyson. It goes to the representatives, the elected representa- 
tives of the union. How far they distribute it, 1 do not know, sir. 
There we feel that we have an obligation because we jointly arrive at 
and agree on the benefits that can be purchased. 

We watch this thing as it goes along. If costs go up, and we do 
not have enough money to buy benefits, we have two alternatives—to 
cut the benefits back or increase the price to the employees and to the 
company. 

Those things all must be talked over with those folks. We have 
had no problems and the union has been completely happy and satis- 
fied with the way this is run and they want no part, and have so 
expressed themselves many times, in administering these funds. 

Now, as to the pension area, we have barg ained for specific bene- 
fits and we have not bargained for any money to be put into any fund. 

Mr. Wier. Does that all come out of your resources, the company 
resources / 

Mr. Tyson. So far as our pension arrangement with the union 
members is concerned, that is correct. We have no obligation to put 
money into any fund, and no obligation to the union to put money 
into any fund. We have an obligation to pay specific benefits. We 
have chosen to adopt one of the numerous methods which are ac- 
cepted by actuaries for providing for the cost of future pension pay- 
ments. 

In that connection, we have established a fund, and we do have a 
pension fund. We set forth in our annual report to stockholders 
and to all others to whom it is distributed each year the status of that 
fund of money. 

Mr. Wier. Is there any reference in this collective-bargaining agree 
ment that is finally reached, any reference at all to the pension plan? 
Do you make it a part of the agreement ? 

Mr. Tyson. The pension plan is a part of the bargaining arrange- 
ment in that the benefits are a part of the bargaining. The benefits 
that we, as an employer, agree to pay are included. 

Mr. Frevincuuysen. Mr. Chairman, I am sure that all of the 
members of the committee have appreciated Mr. Tyson’s testimony, 
and I hope that you do not think I am criticizing your point of view 
in asking you questions. I am not trying to prove that you are wrong 
or right i in your testimony. 
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But I would like to get back to the questions we broached earlier 
with respect to the necessity for legislation and the advisability of 
legislation and if Congress determines that some legislation is neces- 
sary what its scope should be. 

You have indicated that the disclosures about serious abuses in 
some of these funds indicates that there is a possibility of action at 
the Federal level. But that you see no need for any action. I think 
we could have a serious argument as to whether there is a need, in view 
of the abuses which have occurred. 

But I do not want to get into that. What I am trying to do is to 
find out just what you envisage would be the Feder al role. You 
would like to see it limited, but to get back to this question of super- 
vision, you have indicated in a number of places something beyond 
disclosure as an appropriate role for the Federal Government. 

Yet, at the same time, you indicated in answer to a question that 
perhaps the States should have the responsibility for disclosure rather 
than the Federal Government. 

You mentioned in your last sentence, for instance, that any Federal 
legislation that might be enacted, although you prefer not to see any 
enac ted, should be aimed, and I am quoting here from your testimony, 

“primarily at the correction of abuses.” 

Earlier, you mentioned that elimination of fiduciary abuses should 
presumably be administered by a nonpartisan agency, and you sug- 
gested that the SEC would be a good one. 

I am wondering in view of th: at, and in view of your references to 
the Douglas bill, whether you envisage the Federal role as actually one 
of regulation. ‘It would ‘seem that those are pretty specific ways of 
helping control a problem. 

If the Federal Government would inject itself pretty vigorously 
to see that there is an elimination or a reduction of the danger of abuses, 
is that the way you feel about it / 

Mr. Tyson. Mr. Frelinghuysen, I am very sorry if I gave any in- 
pression that I was in favor of regulation. I attempted in my state- 
ment to point out that I was very much of the opinion that there should 
not be regulation, and that is on page 3, the first full paragraph where 
1 have said I would like to suggest that any legislat ion enacted should 
deal with reporting and disc Josure rather than regulation and I gave 
my reasons for it. 

Mr. FretrncHuysen. How does that jibe with your last sentence 
which I just read, that any Federal legislation should be aimed at 
correcting abuses? Do you think disclosure and reporting in itself is 
going to correct abuses ¢ 

Mr. Tyson. Yes; I think that anything that is required in the way 
of disclosure should be aimed at such data being disclosed that would 
bring out the area of abuse that has occurred and has been developed. 

Mr. Frevincuuysen. But you have shown considerable sensitivity 
to revealing financial details of what the funds are doing. 

Mr. Tyson. That is correct. 

Mr. Frevincuuysen. Yet the only criticism you make of the Doug- 
las bill is with respect to whether this should be voting securities and 
if there is 10 percent of the voting securities. 

Mr. Tyson. That is the disclosure with regard to the fund. 

Mr. Frevincuuysen. If we are talking in the Douglas bill about 
his 1122, the Douglas bill in section 6 (1)— 
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if the plan is funded through the medium of a trust, the report shall include the 
type and basis of funding, current and past service liabilities, actuarial assump- 
tions, and the number of employees, both retired and nonretired, covered by the 
plan. 


And it shall include— 


a summary statement of reserves and investments broken down by types of in- 
vestments, such as common stock, preferred stock, and Government securities. 


And it shall include— 


a detailed list including information as to costs, present value and percentage of 
the total fund of all investments and securities, or properties of all parties, in 
interest. 


And then finally, the section to which you referred— 


A detailed list, including information as to cost, present value, and percentage 
of total fund of all investments in a security or property if the cost or present 
value thereof exceeds 5 percent of the fund or 10 percent of the current value of 
the outstanding securities or obligations. 

All of those would seem to be a pretty detailed spelling out of spe- 
cific information which presumably you think is advisable or not 
advisable. 

Mr. Tyson. I am not advocating the Douglas bill. I do point out, 
however, that the provisions with regard to this disclosure have in my 
judgment been well thought out. I could not very well say anything 
different because it is almost exactly the same as we put in our own 
annual report covering our fund. 

Mr. Fretincuuysen. Do you feel any Federal legislation should 
spell out what should be required along the lines of those suggested 
by Senator Douglas? 

Mr. Tyson. I “certainly could not take exception to what Senator 
Douglas has said in that regard, except for the one point that I made. 
We have seen fit, without any regulation, or without any legislation, I 
mean, to give the same thing to “the public and the world at large. 

It appears on page 39 in our annual report. We give exactly this 
information. 

Now, some of the bills and some of the suggestions that have been 
made before the Senate committee and before this commitee, have 
gone into great detail with regard to funding provisions, and the list 
of investments. 

I attempted in my statement to point out that I think this as sug- 
gested by Senator Douglas, or in the bill which was introduced by 
Senator Douglas and by Mr. Thompson here, would be something that 
would be quite all right. 

But I think any further detail in this regard gets over into the area 
where it could be troublesome to the very folks that it is aimed at 
protecting. 

Mr. Fretincuuysen. You referred to the difficulties, and the com- 
petitive nature of the investment of these funds. 

Mr. Tyson. That is correct. 

Mr. Frevincuvuysen. And presumably there would be an annual 
disclosure of certain information. That certain information would 
certainly reveal changes in investment if you had to include a detailed 
list, for example, of all investments and securities or properties of all 
parties in interest, would it not? 
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Mr. Tyson. No, I have no hesitancy and we have made it a practice 
to disclose any investments that we have in securities of our own com- 
pany, and we do that. 

Mr. Fretinuvysen. I am not talking about securities of your own 
company. 

Mr. Tyson. That is “parties in interest.” 

Mr. Fretincuuysen. That is all investments and securities. 

Mr. Tyson. I understood you to mean of “parties in interest.’ 

Mr. Frevinenvursen. Of all investments in securities or ennai 
of all parties in interest, that is right. 

Mr. Tyson. The only “party in interest” in our situation is our own 
company. 

Mr. Fretincuuysen. The next thing is a detailed list including 
information as to cost, present value, and percentage of the total 
investments and so on, if the cost exceeds 5 percent. 

Mr. Tyson. And by broad classification, such as common stock, 

referred stock, bonds, and soon. With that I do not disagree if we 
five to have disclosure. If we need legislation to get disclosure of 
that type, I certainly could not be oppos sed to it. 

Mr. Fretincnuysen. And in other words, if you are saying that 
there may be some Federal legislation, you would think it would be 
appropr iate for the Federad Government, rather than the States, to 
seek this. 

Mr. Tyson. No; my statement is that I think it would be better for 
the States to do it, just as they have done in connection with the 
administration and the ie ation of our insurance laws. I think it 
would be better there. I do not think that we have had any trouble in 
State operation or State governing laws concerning the insurance 
companies. 

I do not see any reason why any similar laws that may additionally 
be required ¢ sould not well operate the same way. 

Mr. Frevincuvysen. If you are so concerned about expense, which 
seems to be the primary argument in this field, would there not be 
infinitely more expense if you had 48 States reporting or disclosure 
statutes than if you had a single Federal one? 

Mr. Tyson. I think we have that situation under the insurance 
laws. I think the States generally depend upon the State in which 
the insurance company is domiciled to cover the basic situation with 
regard to it. 

Mr. FreLiIncuuyseNn. We have had testimony that the States that 
have not acted probably will and there certainly is need for more 
legislation at the State level than there presently is to prevent 
abuses. 

Would it not be true if we do get to the stage where all States have 
disclosure statutes or regulation of some kind that you are going to 
have a lot more expense than you would if some part of that could 
be done at the Federal level and thus eliminate the necessity for 
action at the State level. 

Mr. Tyson. If we had in our case, and we do operate nationally, 
as you understand, but if we had each of the 48 States passing a dif- 
ferent law without regard to what any other State had done, or 
where the majority of the employees were domicilied, or where the 
operation of the plan was domicilied, yes, you would have much con- 
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fusion. But I do not believe that that is the situation which would 
exist. 

1 believe there have been witnesses from various States in which 
there have been laws passed and I think indication has been made in 
their testimony that they depend on other States where the majority 
of the employees are covered in other States, or where the fund is 
domiciled in another State. That is what happens in connection 
with the insurance laws. 

Of course, we are going to have growing pains through which we 
must live in this area, which is a relatively new area. 

Mr. Frevincuuysen. If there is to be effective protection, there 
certainly will have to be more State regulation, if there is no Federal 
regulation, or disclosure as I call it. Is that not true? 

Mr. Tyson. Well, I believe, sir, that these things come along in a 
normal course, over a period of time. I do not believe that you can 
possibly pass a law to eliminate immorality. You can legislate to 
punish, but I do not know how you can pass a law to eliminate that. 

Mr. Frevincuuysen. You can pass a law to reduce the possibility 
or the likelihood of abuse. I am not talking about eliminating im- 
morality. I do not know how we got off on that subject. 

Mr. Tyson. The abuses that have been disclosed, at least to my 
knowledge, are out and out dishonesty and theft, and we have lots 
of laws to punish those who are found guilty of such actions. I do 
not believe that other laws are needed. 

Please understand I am expressing an opinion. I do not see the 
need for additional laws to make people responsible for their dis- 
honest acts. 

Mr. Fretincuuysen. The abuses persist in spite of these so-called 
existing effective laws, ‘and that is the reason why this committee is 
at least considering the possibility of some action. I have no desire 
to go further into it. 

Mr. Battery. I am agreeably surprised that the witness and the com- 
pany he represents, their overall approach to this problem is very 
much in line with the views of John L. Lewis, of the United Mine 
Workers, and that is that the present situation does not warrant addi- 
tional legislation. 

That is all. 

Mr. Wier. Do you want to be left there in that boat that he just 
put youin’ We will give you a chance to get out of it. 

Mr. Tyson. I am sure Mr. Bailey me ant that as a compliment, and 
I accept it as such, and I thank you. Mr. Lewis and I, as you may 
know, appeared before the Senate subcommittee on the same day, just 
a few weeks ago. I had the opportunity of hearing his statement 
firsthand. 

Mr. Hour. Mr. Tyson, I had to leave the room while you were 
making your statement and I have not had a chance to completely read 
your testimony. Some of my questions may be repetitious. 

Generally, as I understand it, your recommendations are that on 
the Federal level, and I do not mean to put words in your mouth, you 
are for Federal disclosure and reporting, that is all right as far as 
you are concerned. 

Mr. Tyson. I believe I can sum it up this way, Mr. Holt: If it is 
decided by the Congress that there should be legislation at the Fed- 
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eral level for which I from my standpoint cannot at this time see 
the need, but if it is so decided, then I believe such legislation should 
aim toward disclosure rather than regulation, and limited disclosure 
rather than very extensve disclosure. 

In other words, it is to aim at disclosure to highpoint such abuses 
as may have been found rather than just to gather a lot of statistics 
for somebody to play with. 

Mr. Horr. Any regulation, from your viewpoint, should be at a 
State level in keeping with the insurance laws and the banking laws? 

Mr. Tyson. That is correct, but I think regulation of this type 
of operation should be given a great deal more consideration and study 
than has been given to this point by anybody that I know of; before 
it is enacted. 

Mr. Ho tr. That is true, but the States have not become interested, 
as you know, until the Federal Government began to hold hearings 
on some of these funds. Also, we have heard testimony from one 
State where they admitted they were not doing a very effective job 
in regulating, and we have not gone into what the banking setup is 
doing in the various States. That is an entirely separate subject. 

In my own State I profess ignorance of what my own State does 
in the banking department, and we have a new insurance law in 
California. The reason I am interested in this, we uncovered some 
of these things 3 years ago out in Los Angeles and nothing was done 
by the State of California. 

Mr. Tyson. The States have been slow in this area, but there again 
I caution and hope that the States will give more consideration and 
study to the problem before they jump overboard to grab something, 
and we have had evidences of some of that fast action or attempted 
fast action in some of the States recently. 

Mr. Horr. As far as your reporting goes, what you mean is in- 
stead of just dumping a lot of statistics in the Labor Department, 
that the Internal Revenue and the Justice people should have all that 
they need or action should be taken within the Government. 

Mr. Tyson. That is correct, sir. 

Mr. Hout. Is that a correct statement ? 

Mr. Tyson. That is correct. 

Mr. Hotr. Where do you get this figure of 500,000 from? Every- 
body seems to use it, and we are going through another numbers 
game around here now. 

Mr. Tyson. I take no pride in authorship of that figure. That is 
a figure that was introduced by the Secretary of Labor. 

Mr. Hott. He starts around 200,000 or 300,000, and maybe skips 
to 500,000 now. 

Mr. Tyson. Well, he got up there somehow. 

Mr. Hour. You are just using that figure of his. 

Mr. Tyson. I am just using the figures which have been used by 
others. 

Mr. Horr. You repeated it quite a bit through your testimony 
there. 

Mr. Tyson. The Ives committee report, which was the initial 
Senate committee, used the figure of 500,000 also. I was only using 
a figure and I used it to draw the example of what it means dollar- 
wise if we get into the area, and just willy-nilly include everything 
in it. 
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Mr. Hour. Do your employees get a copy of your annual report? 

Mr. Tyson. The employees do not directly get a copy of the annual 
report. They do of course, if they are stockholders, and copies of 
the report are available to them if they wish to have one. But we do 
not automatically send them a copy. But I am sure their repre- 
sentatives have copies, and a number of them. 

Mr. Horr. Do they get statements of the pension fund ? 

Mr. Tyson. Only as they would get it through the annual report, 
or I should say that we have an employee organ, the United States 
Steel News, which is a quarterly publication, which takes things from 
the annual report, and that goes to each employee. I am not certain 
whether that was included in there or not. 

Mr. Nicnorson. You have not had any trouble with this system 
since you inaugurated it in 1911; that is, 46 years? 

Mr. Tyson. That is correct, sir. 

Mr. Horr. I thank my colleague. 

They do in other words get some kind of a report from the news- 
paper or something, but it is available to their union leaders. 

Mr. Tyson. That is correct. And they are primarily interested, Mr. 
Holt, in getting the benefits. After all, the employees live in the 
same town, the working employees live in the same town or com- 
munity with those who are retired. All that has to happen is that 
one retired man does not get his pension check when it is supposed 
to be paid to him, and then we would have some slight noise, I might 
add, and I am sure it would be straightened out very quickly. 

Mr. Hort. Not to unnecessarily pry into your affairs, but it is prob- 
ably in your annual report anyway, but your pension plan is the kind 
that is with a bank. 

My Tyson. No, sir; our pension fund is operated—would you like 
me to take just a moment to explain the operation of our pension 
fund ? 

Mr. Hour. If you have already done it with my colleagues, I do 
not want to go into it again. It is the pleasure of the chairman. 

Mr. Tyson. Would you like me to take a moment to explain the 
operation of the pension plan, Mr. Chairman ? 

Chairman Barpen. If it would be informative, I am sure we would 
be glad to hear it. 

Mr. Tyson. Our pension plan is administered by a trustee which is 
the United States Steel and Carnegie Pension Fund. It is a mem- 
bership nonprofit organization operating under the laws of the State 
of Pennsylvania, and was established in 1911, at the time that the 
corporation’s pension plan was inaugurated. That corporate entity 
is the trustee of the moneys that are put into the trust fund. It 
also is the administrator of the pension plan in that it disburses all 
pension payments to the beneficiaries. It also acts as agent for the 
corporation, the employer in connection with the insurance plan. 

Now, the members of that fund are all officers of United States 
Steel Corp., and of the membership corporation. The board of direc- 
tors is composed of some of the members and the operations are 
under the officers of that membership organization. 

Now the operation of the investments comes under the responsibility 
of a committee on investments of that organization, and I am the chair- 
man of that committee on investments, and all members of that com- 
mittee I might add must be members and directors of the organiza- 
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tion. I am chairman of that committee, and there are three other 
officers of United States Steel Corp. who are members of that com- 
mittee, and an officer of the membership organization is a member 
of that committee, and the investments policies and the operations of 
those trust funds come under our direct responsibility. 

Mr. Horr. We have found out in another large corporation there 
was a member of the board of the insurance company who was a 
member of the board of the parent company. Is that true in your 
case 

Mr. Tyson. Of the insurance company, you mean ? 

Mr. Hour. Whoever carries the insurance. Is there not an insurance 
company involved ? 

Mr. Tyson. There is in our insurance plan, but not in our pension 
plan. 

Mr. Horr. That is in your welfare benefits ? 

Mr. Tyson. That is correct. 

Mr. Wier. Your investments must have increased a little bit re- 
cently. 

Mr. Tyson. You mean in market value, sir / 

Mr. Wier. Yes. 

Mr. Tyson. Yes, and they went down a little bit a few months ago. 

Mr. Horr. What about the State of Pennsylvania? Is this pen- 
sion plan of yours regulated by the banking dep: irtment ? 

Mr. Tyson. There is no regulation of our pension plans. The only 
regulation of our pension plan is that it is an exempt plan, and an 
exempt trust under the internal revenue laws, and as such we file 
voluminous information with the Internal Revenue Service. 

Mr. Horr. Your kind is different from the kind we heard about 
from: the bankers, and it is not hooked up with the bank at all. 

Mr. Tyson. No, sir. 

Mr. Horr. But the same laws that apply to those banking institu- 
tions would apply to yours, the trust laws / 

Mr. Tyson. The same tax laws. 

Mr. Hour. The same tax laws, I mean. 

Mr. Tyson. Yes, but not the same State regulatory laws, and the 
banking law does not apply to us. 

Mr. Hott. You feel though those internal revenue laws are detailed 
enough and strict enough, to insure protection. 

Mr. Tyson. Well, I can speak, of course, firsthand only from our 
own operation. We have operated a long time without any problems 
or troubles and we have tried to cooperate with those folks. They 
have regulations and laws regarding the investment of moneys in 
your own securities. We never invest any money out of this fund 
im our own securities without getting advance approval from them 
that it is not in conflict with any of their regulations. 

Mr. Hour. There is a hospital benefit plan, also. 

Mr. Tyson. We have a plan covering life insurance, hospitalization, 
and medical coverage, and sickness benefits, and so on. That is dis- 
tinct from the pension plan. 

Mr. Horr. That is written in the State of Pennsylvania? 

Mr. Tyson. We have 2 policies, 1 written in the State of New York, 
and 1 written in the State of Pennsylvania which are subject to the 
rules and regulations of the respective States. 
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Mr. Hotr. Thank you very much for your answers, Mr, Tyson. 

Chairman Barpen. Mr. Tyson, we have had a good bit of talk here 
about the supervision of the Internal Revenue Service. As I un- 
derstand it, they are pretty strict about the type of reports and the in- 
formation required of you when they give you this certificate that 
they give you, I believe about every year, is it not ? 

Mr. Tyson. W ell, Mr. Chairman, you qualify with them for tax- 
exempt status, and that qui alification makes your fund tax free, and 
permits the payments going into that fund to be deductible for tax 
purposes. There are certain requirements which you must meet in 
order to get that exemption. Having gotten that exemption, you must 
file very “voluminous reports with them annually, just the same as 
many taxpayers do in connection with their annual tax returns. 

While we are a tax-exempt trust, we nevertheless have to file what 
in effect is a tax return with a lot of supporting information behind 
it covering the operations of this trust. That is necessary to satisfy 
them that it is being operated in accordance with the laws governing 
the operation of exempt trusts. 

Chairman Barpen. What I have in mind is that in your yearly fil- 
ing, if at any time something appears in there that they do not like 
or do not feel qualifies you, they can withdraw from you the benefit 
of tax exemption at any time they see fit. 

Mr. Tyson. That is correct, sir, and there is no more positive gov- 
erning in my judgment than the threat of disqualification. 

One of the things, for example, that we must file is a report of our 
actuaries determining that the amounts which have been allowed to 
us or which we have claimed as deductions for payments into this 
fund are proper. That is a report of an independent actuary, that 
we file and give to them each year. 

Chairman Barpen. Mr. Roosevelt. 

Mr. Roosrvert. Mr. Tyson, I have enjoyed, and I hope I have 
profited also from this discussion, and your testimony. I just have 
two questions. One is relative to your discussion on page 8 of the 
problems that would arise if some of the investment data was made 
public. 

Is it not true today that investment funds, nearly all investment 
funds that are qualified with the SEC actually do publicize on a quar- 
terly or a semiannual or annual basis the changes in their portfolios? 

Tyson. You mean investment trust funds, and funds which 
sell stock to the public ? 

Mr. Roosevetr. Yes. 

Mr. Tyson. That is correct, sir. 

Mr. Roosrvetr. Has that to your knowledge had any kind of reper- 
cussion that you bring up here, any question as to the validity of the 
management of the corporation ? 

Mr. Tyson. I think the situation, Mr. Roosevelt, is entirely differ- 
ent. That is an organization which is engaged in selling stock, and 
the support or the assets behind that stock are the investments which 
the person is buying. We in our operation are not selling anything. 
We are attempting to do the very best job we can competitiv ely to get 
the investments at the lowest cost, and at the biggest yield, because that 
in turn reflects on our costs. 
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Mr. Rooseveit. But Mr. Tyson, the specific thing I am talking 
about is that your objection to it is that it would indicate, I think your 
words are— 

Improperly construed as an expression of confidence or lack of confidence in the 
management of a particular company. 

Now, an investment trust fund that depends upon its investments in 
order to give any value to its own stock is interested in exactly the 
same thing that you are interested in. 

Mr. Tyson. They are, sir, without any question. 

Mr. Roosevettr. Therefore my question is, does the fact that it has 
been disclosed in this instance result in any bad repercussions that you 
know of on the management of the companies concerned, that are 
bought and sold ? 

Mr. Tyson. I think, sir, there the situation is different, also. They 
do not have the business relationships with the companies whose secu- 
rities they are buying and selling that we would have. 

Mr. Roosrvett. Would you explain that a little bit ? 

Mr. Tyson. We are a business organization. We have many cus- 
tomers, and we have many suppliers. We hope all of them are going 
to be our customers. 

Mr. Roosrvetr. Do you mean by that, that you invest in the com- 
panies with which you do business ? 

Mr. Tyson. Indeed so, sir. If we did not, we could not invest in 
any equity securities. 

Mr. Roosrvetr. So that the primary purpose of your trust-fund 
investments is really to help the company in its relationships with the 
suppliers. 

ir. Tyson. Oh, no, sir. I did not say that, and I do not mean to 
imply that. 

Mr. Roosevetr. It sounded that way, and I did not mean to put 
words in your mouth. It sounded that way, and I wanted to clarify 
that. 

Mr. Tyson. We are very careful in that respect, Mr. Roosevelt, but 
you can understand that, and you are fully familiar with our busi- 
ness operations, it would be almost impossible for us to buy a common 
stock on the exchange and exclude one of our customers. If we had 
to exclude our customers, we could not buy common stocks. By like 
token, if we were to exclude our suppliers, we probably could not buy 
common stocks. Likewise, if we were to exclude our customers, we 
could not buy Government bonds. 

So we would not be in the investment business if we had to exclude 
all of those people. But we are very careful to see that our invest- 
ments are at arm’s length, and I might say we keep all of our securi- 
ties in the names of nominees, so that we try not to even have it known 
that we own the stock of X corporation, or we do not own the stock 
of X corporation. 

Mr. Roosevett. Then the publication of the 

Mr. Tyson. Would defeat the very purpose that we have attempted 
to follow. If we were selling the stock of X, it might be miscon- 
strued as an absence of faith in that particular company, and at the 
same time they might be a very good customer of ours, and it might 
be a completely incorrect inference. 

Mr. Hasxety. Would the gentleman yield? 
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Do you mean to imply that the large companies are so bound up 
with looking at what the portfolios are of other large companies that 
the management would take punitive action against that large com- 
pany if their stock was sold ? 

Mr. Tyson. I did not say that, sir, but I do not want to run the 
risk. 

Mr. Hasxetx. You think that there is a risk? 

Mr. Tyson. I do not want to raise the question. May I put it that 
way ¢ 

Mr. Warnwricut. Would you yield at that point for a question ? 

Do I understand from your reply to both Mr. Haskell and Mr. 
Roosevelt, that your primary objection to disclosure type of legisla- 
tion is the effect that action by steel on the market, even though your 
securities are held in street names, and even though it is held in street 
names, I might say, that it is generally commonly known on the street 
who owns the stock, and the specialists taking action in behalf of the 
steel account the other brokers know who he is acting for, so it be- 
comes common knowledge fairly fast and fairly soon to the exchange 
as to who he is acting for, but my question is, Do you feel that that is 
your primary objection, or is your primary objection the one you ex- 
pressed to the chairman, the expense and the auditing and the dupli- 
cation that has been suggested before the committee. 

Mr. Tyson. First, I must, sir, take issue with your statement that 
it becomes very quickly and is commonly known. 

Mr. Warnwricut. That is a matter of hypothesis. 

Mr. Tyson. We go to some lengths to avoid that, and I believe we 
have been reasonably successful in that regard, so that I must say that 
in substantiation or as substantiation of my position. As I mention, 
that is only one of the reasons why I do not favor complete disclosure 
of individual investments. There are many reasons that I have at- 
tempted to advance here. One is we employ and have a very fine staff 
and it is a costly staff, to do the best job of investment recommending 
that we can get. We do not want everybody following us the minute 
we start to do something. If other folks want to do that, they should 
employ their own services for doing it. 

Mr.Hasketu. It would help your stock, if other people bought it, 
would it not, and run it up? 

Mr. Tyson. We are not buying our own stock, and we have no stock 
of our own. 

Mr. Haskewt. If everybody followed you, that is not going to hurt 
you much. 

Mr. Tyson. It would, if we are trying to get a position in that stock, 
and we have to pay a lot more for it than we otherwise would, and I 
might say, sir, that we are not in the business of trading. We are in 
the business of long-term investment. Pensions are a long-term 
matter. 

Mr. Haske t. Is there any loss, or if you took this so-called dis- 
closure risk, and if every company in the United States had to do that, 
would there be any loss to the American public as a result of it? 

Mr. Tyson. Well, I think anything that costs more to do, from the 
standpoint of business operation, eventually reflects itself in what the 
nublic at large pays for the service that it buys. 

Mr. Hasxeti. How would there be any loss? 
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Mr. Tyson. I think that you come back to the point of whether or 
not it is felt that the Government should inject itself into the opera- 
tions of this type of thing. You might just as well say it would be in 
the public interest if the costs of each a idual product the manu- 
facturer sold was disclosed to the public. I do not believe that is so, 

Mr. Hasketu. We are simply talking about the disclosure of your 
investments in your portfolios. 

Now, if all of the companies do it, it is not going to affect the stock 
market. 

Mr. Tyson. Sir, we can live with anything that everybody has 
to do, and we shall do so. I do not believe personally that it is in 
the best interests of the operation of all of the funds, and as such 
in the interests of the beneficiaries who will gain benefits from these 
funds to have that happen. 

Chairman Barpen. Would the gentleman yield for a statement? 

Mr. Roosreverr. I am always happy to yield to the chairman. 

Chairman Barpen. Let me say this, not to involve the gentleman 
in his statement, but I wonder if you are not forgetting the reverse 
of the discussion which is taking place here, and that is you take 
a large corporation, and some of these funds go as high as $2 billion, 
and you say to disclose that. What would keep that concern from 
crushing smaller concerns by taking its block of stock, disclosing 
that they are the owner, and throw it on the stock market, and that 
leaves the impression, “Oh my Lord! That concern is on the way 
out because look what has happened !” 

Then down they go, and you would then be cussing out the big 
for killing the little. 

I see much more danger in the disclosure in a situation of that 
kind than I could ever see in handling it as it is being handled, be- 
cause frankly not only could it be but undoubtedly that would hap- 
pen. 

Mr. Hasxketxi. Your mutual funds are large by the same token, and 
also you have to have a certain confidence in the American sys- 
tem, the economic system of the stock market. 

Chairman Barpen. It is fine if you use commonsense with it, but 
it is not so workable if you do not try to use a little commonsense. 
I frankly can visualize a gentleman at the head of a sizable corpora- 
tion doing fairly well, and the stock is on the market and so forth, 
and then comes in a big bad bear and he takes a lot of your stock 
and maybe there is some conflict of interest in the field of trade and 
so forth, and then all at once it would be sold. You would find 
yourself running around in circles trying to build your prestige 
back, and trying to convince the public that there was no trouble 
in your outfit. 

There have been even runs on banks, started the same way. All 
you have to do is dig the confidence out from under them, and down 
goes the structure. I could not resist just sitting here and visual- 
izing what might result from the prescription we are considering 
here. 

Mr. Hasxett. I think that you have a good point. I do not agree 
with you. 

Chairman Barpen. If it gets good enough, you might. 

Mr. Rooseveur. We are running out of time, and I want my good 
friend, Mr. Holland, to have some time. 
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You laid very great emphasis on the fact that we should legislate 
only where abuses have been disclosed. Now, is it not true that 
abuses have been disclosed only in the very limited field where investi- 
gation has been made? Would it not perhaps be wise for this com- 
mittee or the appropriate committee to really do a little more digging 
into this whole problem, and make sure that abuses do not exist in 
the fields that have not been investigated ? 

Mr. ‘Tyson. I think you have a definite point, Mr. Roosevelt. I 
am not qualified to say the extent to which investigation has been made 
into all types of funds, but it was my impression that the Ives com- 
mittee and others, the Douglas committee, had made a fairly ex- 
tensive investigation. There also have been investigations in the 
various States in these areas. I do certainly agree that, before any 
broad-seale legislation is passed with regard to these things, there 
should be a better understanding and a better knowledge of the many 
ramifications. Otherwise, we are apt to find ourselves in the position 
of having legislation that we may all regret. 

Mr. Roosevenr. Let me give you a good example of what I have in 
mind. You raised a point which I think is good, in answer to Mr. 
Haskell’s question. You pointed out that you cover a very important 
and very wide field and a very big field. On the other hand, you have 

also raised the point that there is always a danger in that position that 
you might make investments for particularly selfish purposes, which if 
you did would be bad for the economy. 

Now I certainly do not say you have, because I am convinced you 
have not. But that is always a possibility. Certainly, it would oceur 
to me that ‘ might be wise to make sure that that did not happe» 
that we had a disclosure statute which was perhaps not made public 
but was done along the line of the Internal Revenue method today, 
which would obviate some of the objections, I think, which you have 
raised here. 

Mr. Tyson. Internal Revenue has very specific regulations in that 
regard. 

Mr. Roostveir. But of course they apply only to plans that come in 
for exemption. 

Mr. Tyson. That * qualified plans; that is correct. I do not be- 
lieve, Mr. Roosevelt, that there is any substantial amount of money in 
plans or funds of this kind that do not have Treasury exemptions. 

Mr. Roosrverr. I think that is not quite true. 

Mr. Tyson. Well, I stand corrected. That is one of the reasons why 
I did not take exception to the provision in the Douglas bill, which said 
you would disclose anything that had more than 10 percent. I do 
thing it should be 10 percent of voting control, rather than 10 percent 
of any and everything. 

Mr. Roosrverr. I think that was a constructive situation. You 
have been very helpful with your answers. 

Mr. Houuanp. First, I want to verify the statement you said: that 
you are having pleasant. arrangements with the union. I happen to be 
one of those due-paying members of that union. 

Mr. Tyson. | hope you are satisfied, sir. 

Mr. Hotuanp. I have a few questions that have been asked me. 

First of all, I would like to know, what stand did you take on the 
State legislation in the last session ? 

Mr. Tyson. What stand did we take? 
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Mr. Hoizianp. On Kessler’s bill, which I understood was discussed 
very thoroughly in the Senate. 

Mr. Tyson. You mean the Pennsylvania bill ? 

Mr. Houtanp. Yes; that was to control the welfare funds. 

Mr. Tyson. Was that the bill that was the duplicate of the Douglas 
bill ? 

Mr. Hoitianp. No; it was not. 

Mr. Tyson. We took no position. 

Mr. Hotianpn. Did you not take a position on that? 

Mr. Tyson. We did not appear in connection with the bill, sir. [ 
might say we were somewhat upset when we found out that without 
any consideration in this area at all, they almost overnight passed the 
Douglas bill, which finally was not passed. We did not feel suffi- 
cient study had been given to this problem. 

Mr. Hoizanp. I am talking about Pennsylvania. 

Mr. Tyson. This was in the State of Pennsylvania. It was a bill 
that was a duplicate of the Douglas bill. 

Mr. Hotianp. There were two men in the House who introduced 
that bill, I believe. 

Mr. Tyson. I am not familiar with that. 

Mr. Hotitanp. You know who Senator Kessler was? He was a 
public relations man for the Armstrong Corp. for years. 

Mr. Tyson. Yes, sir. 

Mr. Hoxianp. I lost track of his bill, and what happened to it? 

Mr. Tyson. I am sorry that I am just not familiar with the bill. 

Mr. Houtiann. There is one other question that has been kicked 
around a great deal. I received some letters on it. In the matching 
of these funds between the union and the United States Steel Corp., or 
in fact any matching of funds, some of the members feel that they do 
not match the funds. In this report that you make, do you give a 
report which shows the dividends this fund has earned 

Mr. Tyson. Yes, sir. 

For your information; Mr. Holland, when the plan was initially 
designed and agreed to back in 1949, it was labeled a 5-cent per hour 
fund. The employer contributed 214 cents per hour for each hou 
worked, and the employee matched it. Now, it was not done in the 
final agreement with the union representatives, on the basis of 2% 
cents an hour, but a fixed amount per month. 

Now, in some months, if the actual hours worked were less than the 
standard or normal, maybe the employee paid a little more than the 
employer in that month. 

On the other hand, if the hours were above normal, the employer 
paid more than the employee. But in the most recent negotiations, 
that was changed in that the estimate or the cost per hour was con- 
verted into an estimate per man which is matched by the employer to 
the penny, so that as of now the amount paid by an employee is 
matched absolutely by the employer and paid into the agent, the 
United States Steel and Carnegie Pension Fund, and it is out of 
that accumulation of money that the premiums are paid to the 
surance company. 

Any returned premiums, sometimes called dividends, but really 
returned premiums, that are paid back, go back into that fund, and 
the employer, United States Steel, never gets any of that money, sir. 

Mr. Hotxanp. I have received a number of letters and I was anxious 
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to have you put it in the record here, because I would rather refer to 
the testimony than to write a letter just as hearsay. 

There are other statements being made, that one of the objections 
that the manufacturers have to the disclosure is that it may be used 
in negotiation of contracts. Some of these funds may be so large that 
there could be some changes made. 

In your honest opinion, do you think that these disclosures, or 
the information received from these disclosures could be used by 
the unions? 

Mr. Tyson. Mr. Holland, we disclose in our annual report, as I 
mentioned, the total amount of money in this fund. So that we do 
not believe that the disclosure of that amount of money as such is 
going to have an effect on our bargaining arrangements. 

Some people may under certain situations make statements that 
we have a lot of money there, or something of that kind, and it should 
be paid out. I believe reasonable people can resolve that sort of dif- 
ference, however. 

Mr. Houianp. There is one thing I have to add. You speak about 
the pension system with the steelworkers. I was on the picket line 
for a while before we got that pension. 

Mr. Tyson. I am very sorry, sir, that you were on the picket line. 
That happened to be one of the sessions in which I sat in completely, 
and I am sure that we will not renegotiate that agreement at the 
moment. 

Mr. Hoizianp. I wanted to point out “a there was a little trouble 
in getting those pensions. It was not a case of two people sitting 
across the table and saying, “Yes, we will give you a pension.” There 
was quite a fight over that pension. Of course it did all of us good 
and it made us stronger, both of us, I think. 

Mr. Tyson. I hope we ‘are both reasonably happy with the outcome. 

Mr. Hotianp. I have no criticism at all to make. I think that we 
have had very nice relations, and we would like to have them con- 
tinued. 

Mr. Tyson. I assure you we would also. 

Mr. Hotuanp. I think we have received a lot of good information 
here today. 

Chairman Barpen. Mr. Tyson, I appreciate very much you and 
your associates being with us, and I am personally quite appreciative 
of your discussion of the fund and the way the company handles its 
affairs in connection with it. 

I know that you have been of considerable help to me. I must 
say that just because the Government is big and strong is no reason 
for its digging up problems unnecessarily just because it can pass a 
law and require people to file reports when no good is coming from it. 
I must say this: I am somewhat in agreement with this thing of 
filing so many reports with the Secretary of Labor. There isn’t any- 
one in the world I am sure but what would admit that he is in polities 
up to his ears, if not a little higher. I have been on the receiving end 
of a good bit of his activities and I know that too well. 

I say this, without any reluctance whatever. I think had he been 
as enthusiastic over doing something back yonder, he would not have 
been caught with a carload of reports in his office that he now wishes 
he had distributed. 
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Of course, he wants to pass that buck to me. He has been passing 
the buck to me because he adopted an order whereby the chairman of 
the House Committee on Education and Labor could obtain all of 
the copies for all of the 435 Members and the chairman of the Senate 
committee could get all of the copies for the 96 Senators. 

Now that was a step toward making it public because I have never 
seen any reluctance on the part of a Member of the House or the 
Senate to doa a talking. 

But anyway, I think he was quite versatile when he got out of that 
situation as well as he did; if he is out of it. 

Mr. House. Could I ask a few questions? 

Chairman Barven. Go right ahead. 

Mr. House. We have had estimates that the amount of moneys in 
these welfare and pension funds, mostly in pension funds, may range 
from $35 billion to $40 billion and we have had the estimate by the 
Securities and Exchange Commission that the expense of regulation 
might amount to $2 million a year. That would be about one two- 
hundredths of 1 percent of the amount of funds being subject to 
the disclosure regulation. 

Would you regard a cost at that ratio as being a significant or 
onerous burden for purposes of a disclosure statute ? 

Mr. Tyson. Mr. House, I would not consider such a percentage 
onerous, but I must add very quickly that I cannot conceive of this 
job being done for any such figure. 

Mr. Hovsr. Or if it were increased to 10 times that figure, it would 
still be one-twentieth of 1 percent, and that would be within reasonable 
bounds. 

Mr. Tyson. I pointed out if it only cost $100 for each report, we 
are talking about $50 million a vear. I think that is on the low side. 

Mr. Hovsr. Now. to a great extent, is it not the kind of information 
required by any such report the same kind of information which the 
administrators of a fund would get for themselves, from their own 
auditors in any event? 

Mr. Tyson. I do not question that all of the information which 
might be required would be available. My atte ience with reports, 
however, to Government agencies or to any kind of an agency, is that 
it is never the same as the way in which you have it made up. So 
there is always a job to do it. It does take time, and these things do 
not come for free, sir. 

Mr. House. Now passing to this investment question, would you say 
that possibly the insurance companies are in the same situation as your 
company, and that they, too, must invest necessarily in securities 
owned by customers or potential customers? Since they are required 
to make complete disclosure by filings with the various authorities, 
of their detailed investment portfolios, have you been aware of any 
hardship caused by such disclosure once a year substantially after 
the end of each year? 

Mr. Tyson. Well, sir, I do not think that IT can answer that ques- 
tion yes or no, for the reason that. I must in turn ask what is the 
purpose to be served by complete disclosure? Is it to satisfy some- 
body’s curiosity as to what are the investments of a particular fund? 
I personally do not see any purpose to be served, and I see some dis- 
advantages. Merely because the insurance companies have to do it, 
I see that as no reason why everybody else should have to do it. That 
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is, unless there is something to be gained. I cannot see what it is that 
is to be gained. 

Now, as to whether it has caused them any trouble, I can’t answer 
that. But I do foresee a business relationship in our company, and I 
am sorry that Mr. Haskell got away before I was able to point out an 
example which borders on the question that he asked. 

Mr. Haskell asked a question in connection with the observation by 
companies of trading in their own securities. I can cite an example. 

As we do, we are changing our positions, and we may have invest- 
ments that have not come up to our expectations, or for one reason or 
another we desire to change. And we did make use of such a change 
recently. 

The issuer of that security was very much concerned as to who was 
selling his security. He exerted efforts directed at the nominee to 
find out who it was. Now, I would not attempt to judge why he 
wanted that information. But if he is one of my good customers, I 
would just as soon he didn’t have it. 

That is a different relationship than the insurance company would 
have with that same company. 

Mr. Hovusr. It could be the same if that company had a large policy 
with the insurance company. 

Let meexplain this. I am not asking these questions to indicate any 
disagreement on my part with your point of view, but rather so that ev 
have all of these questions answered effectively for the record, 
people shouk | rei ad it a fe WwW months he ance, 

Mr. Tyson. I understand that perfectly. 

Mr. Hovusr. Would it be a factor in minimizing any adverse effects 
from such disclosure if we recognized that the disclosures would be 
made in annual reports some months after the end of a calendar or 
fiseal year during which the transactions occurred? At least that 
would help. 

Mr. Tyson. I think that would have a bearing on the day-to-day 
transactions. It would eliminate the one phase of it, except . a spe- 
cific program might carry over the end of the year. But I do not 
think it would change the situation with regard to the matter we were 
Just discussing. 

When we change a position or buy or have a holding of a company 
and not have at the next. year but have a different holding, I think re- 
gardless of when that is reported it would have the same effect. 

Mr. House. Now, you are aware of course that. some of the pension 
funds, and some very large ones, like General Electric Co.’s fund, one 
of the largest in the country I believe, and others, let us say the fund 
of your competitor, Inland Steel Co., and other companies like 
United Fruit Co., do voluntarily make complete disclosure of invest- 
ment portfolios to the beneficiaries of the plan or the union repre- 
sentatives. Inland Steel for example has a report made up by its 
bank, transmitted to all employees, I believe. 

Would you disagree with their judgment in doing so? 

Mr. Tyson. No; I would not take issue with their judgment, because 
IT am not familiar with all of the reasons which motivate them to do 
this. I can only answer for myself, in our particular situation we 
see disadvantages which outweight advantages in doing it and we be- 
lieve there is little to be gained and there is no added protection as a 
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result of any such disclosure. That is our interpretation and our 
opinion as we see it. I could not pass judgment on why others may 
have done it. But the circumstances in their company may be dif- 
ferent. 

Mr. House. Now referring to your pension fund, would I be cor- 
rect in assuming that the company may at any time at will discon- 
tinue contributions into the fund, with of course the risks that would 
cause a termination of the fund and a winding up of the fund ? 

Mr. Tyson. So far as any contractual arrangement with a union is 
concerned, that is correct. 

Mr. House. But your obligation still stands to the union to pay the 
pensions, even if you ter minated your contributions to the fund? 

Mr. Tyson. We have no obligation to pay the pensions out of these 
funds, so far as a contractual arrangement with the union is concerned. 
Our obligation is to pay or cause to be paid specific benefits. 

Mr. Hovsr. Now, in the case of United States Steel whose net as- 
sets we can imagine, the addition of the pension fund does not make 
much difference in the relatively large security the workman has in 
confidently expecting his pension. But would you agree that in the 
case of many smaller companies, if they have the same kind of setup, 
whereby they had a level of benefits promised to pay pensions and 
for their own convenience set up a fund, existence of the fund fur- 
nishes a useful kind of secondary security that contributes to the 
workers assurance that some day he will get a pension. Take the very 
= ae kind of a company. 

Tyson. I think all of these things, Mr. House, are relative. 
All of us as employees have faith in the companies, I hope, for which 
we work, or otherwise we would be looking around for some different 
kind of employment. 

Mr. House. I am trying to get to the point of public interest which 
one of the Congressmen tried to make. 

United States Steel is one kind of corporation, and let us suppose 
its assets are X times, or many times its total pension obligations, 
which actuaries can calculate. Let us take the “Joe Blow Co.,” with 
15 employees, or 50 employees, and it has a level of benefits promised 
and it has a fund and its net worth, different from United States 
Steel’s, varies so that sometimes it is not even equal to one-fifth of its 
pension fund obligations. 

Would there be some public interest in assuring the employee of 
this small company that he should always have the safety of the pen- 
sion fund and that the pension fund should be well operated ? 

Mr. Tyson. Well, of course, we would have to know the particular 
circumstances surrounding such an arrangement. If this were a very 
small company, a very small company, I would doubt that a very 
small company would operate its own fund. It would be more in- 
clined to insure those payments or the bargaining agent would per- 
haps have been more inclined to insist that the arrangement be made 
with some established insurance company or on some other basis than 
that of a level-of-benefit plan. I think in the bargain there would be 
a result which would have a bearing on the thing which you speak of. 

You see, sir, there are many ways in which you can take care of pen- 
sions and everyone of these ways is being followed by employers. In 
some instances, you have a pension plan but you have no money put 


re 
wu 


di 
SC 
ce 


d 





WELFARE AND PENSION FUND LEGISLATION 501 


-aside whatsoever. You in effect just continue a man on the payroll 
after he retires at a reduced rate. 

Mr. Houses. You are referring to the kind of plan that Allied Dye 
& Chemical has, or United States Rubber has. 

Mr. Tyson. Well, I am not familiar with their two plans. I do 
know there are plans which have no funds set aside whatever. 

Mr. House. Those are two of that type. 

Mr. Tyson. Now, if the company goes bankrupt tomorrow, there 
will be no more pensions paid just as there will be no payroll paid. 
There are other ways. 

Another way of funding is not to do any funding at all until a man 
retires. That is termed “terminal funding,” as you understand. That 
is a very popular method with many companies. Then we go to the 
ultimate, of complete funding. 

Now, there is management discretion at work there, as to what you 
do and when you have such wide discretion I do not believe the per- 
son who takes the necessary precautions to do a job and displays the 
complete interest should be called upon to do something that those who 
do not even have that interest are not required to do. 

Mr. House. I am addressing myself to the situation where manage- 
ment has determined to set up a fund to get the tax benefits of deduc- 
tions from its income which go into a fund, and yet makes its pension 
promise a level-of-benefits promise. So the fund is only indirectly a 
security or assurance that the pensions will be paid. With the em- 
ployer highly solvent no such assurance is necessary, but would you see 
possible merit in a distinction for purposes of regulation between a 
pension plan with a fund but with only a level-of-benefits pension plan, 
where the company’s net worth let us say is X times the aggregate 
actuarial pension lability, and another case of a small employer with 
the same kind of setup, a fund but only a level-of-benefits promise, and 
yet his net worth is only a small fraction of the potential pension 
liability. 

Is there not some merit in proposing regulation of the second case, 
so that the tax deducted funds which make up the pension fund are 
preserved for the beneficiary’s best interests and so that there is some 
regulation to prevent abuses ? 

Would that be a valid distinction in possible legislation ? 

Mr. Tyson. First, Mr. House, I presume your use ‘of the term ‘ ‘regu- 
lation” is one we are not debating. As you know, I have talked about 
disclosure rather than regulation. 

Mr. House. I mean to encompass both disclosure and possible regu- 
lation. 

Mr. Tyson. I see no need for any regulation. 

Now, if there is to be disclosure, I have indicated the areas in which 
I think disclosure might be directed. I know of no abuses that have 
been brought to light under the circumstances which you have outlined. 
I know of no pensions that have been contracted for or to which the 
employer has obligated himself that have not been paid for the 
reasons which you have cited. 

Now, if there are, there may be an area that needs some scrutiny, 
and I have pointed out that such areas may exist. 

Mr. House. May I interject? There are many many plans where 
pensions have either not been paid, or been very much reduced below 
the original promise. 
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Mr. Tyson. In recent years, sir? 

Mr. Houses. Most of them are some years ago, but some of them in 
recent years, notably the United Mine Workers plan, right through 
the 1940’s and 1950’s. 

Mr. Tyson. Of course, Mr. Lewis has testified and I should not 
comment on his plan, but his is a complete pay-as-you-go plan, and 
it has no contractual or even implied obligation to do any thing beyond 
what the moneys available will provide. 

But, to get back to your original question, I think that if such 
areas dev elop they will be developed as we go along and will be met 
as we go along. I do not believe it is possible for any study at the 
present moment regardless of what might be the decision of the Con- 
gress to do, to cover every possible thing that ever will happen in con- 
nection with these funds. It is my belief when we start in an area 
of this kind, that we start slowly if we start, and we develop as we 
go along because unfortunately experience has shown that we never 
draw back. W e always add to. It is much better to start slowly, know 
where we are going and expand as the indicated need arises. That 
is rather than in the reverse order. That is my opinion with regard 
to it. 

Mr. House. I have just two miore questions. 

First, I take it that if there is to be some disclosure regulation, there 
is no particular objection to disclosure of investments of the securities 
or properties of parties in interest which would mean employers. 

Mr. Tyson. Which we do. 

Mr. House. I noticed that, and you have approximately $70 million, 
or about 10 percent of your fund invested in securities of companies 
affiliated with you. 

Mr. Tyson. That is correct. I think it is a little more than that. 

Mr. House. 10.7 percent. 

Mr. Tyson. Yes, sir. 

Mr. House. Now, aside from that 10-percent investment, what is 
the largest percentage of your fund invested in any other one security ‘ 

Mr. Tyson. Well—— 

Mr. House. Roughly. 

Mr. Tyson. Well, it is our aim not to have more than—You mean 
of the fund itself? 

Mr. House. Percentage of the fund. 

Mr. Tyson. We do not plan to have more than 5 percent of the fund 
invested in any one issue. That is our plan, as of the moment, and 
as of the moment we have lived up to that. 

Mr. House. Would you be able to say the largest percentage of the 
securities of any one class, including voting securities, which you hold 
in any one company, percentage of that company’s securities / 

Mr. Tyson. The vast majority of such holdings are less than 1 or 
11% percent. We do have higher percentages in some companies; dene 
may be some insurance companies or banks. 

Mr. Howse. Are there any over 5 percent? 

Mr. Tyson. But there are practically none that are over 5 percent. 
Now, we have set a 10 percent limit, but we have practically none that 
are over 5 percent. 

Mr. House. You commented before that certain States in passing 
statutes in this area, have given evidence of hasty action. Are there 
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any particular features of legislation in any States which you think 
are so? 

Mr. Tyson. If that is what I said, I think that I should correct it. 
I said some of the States that had almost passed legislation have done 
itona very hasty basis and I had particular reference to Pennsylvania 
which Mr. Holland mentioned, and this was a law that almost passed 
without any hearings whatsoever. 

Mr. Howse. Are there any particular provisions of State statutes 
which have been passed which you would like to register your criti- 
cism or objection to? 

Mr. Tyson. I have not made a detailed study of all of the laws in 
the States, but so far as I know I have no points to make with regard 
to any others. 

Mr. House. Thank you very much, Mr. Chairman. 

Thank you, Mr. Tyson. 

Chairman Barpven. I wonder if you cared to express any view on 
the matter that has been constantly under discussion with the com- 
mittee but has not as such been discussed here this morning. That is 
on the question of probably a resolution which in effect would say to 
the States, “Go ahead with whatever you want to do with your com- 
missioner of insurance and the insurance department in this field and 
clear the atmosphere of this so-called pr eemption policy which ap- 
parently was laid down by the Supreme Court. 

I do not mean to indicate or suggest what they do, or that they do 
anything, but I am inclined to think if the States are going to do 
anything, the less blocks we put in the way for them to do it virtua lly 
in unison, the greater chance there will be that they be similar in 
such a way that if reports are called for by the States that it would 
not be 48 entirely different reports but to try to see if this would in- 
fluence them to have them kindred to the extent it would not present 
a problem that would be presented if they were entirely different. 

There has been much discussion of that, and there is some sentiment 
for a resolution to simply say—perhaps I should not indulge in words 
along that line—but to do whatever it would take to unhamper those 
States which feel that they are in the fog on the doctrine of preemp- 
tion. 

I wonder if you have any views on that that you would care to 
express. 

Mr. Tyson. Of course, Mr. Chairman, that is a very complex mat- 
ter, and this whole area of welfare and pension funds is very com- 
plex. When we bring in the legal phases of it, it gets even more 
complex. 

Chairman Barpen. I did not really intend to be unfair about it. 
I understood your views to mean more that if there was something to 
be done, the States could probably do a better job than the Federal 
Government would by setting up a sprawling bureau. 

Mr. Tyson. I certainly think that that is so, sir. If there is any 
question in the minds of the States regarding their legal ability to 
do what may be needed, and I do not presuppose there is anything 
needed, but this is an area where I would suggest caution and care 
to the State or the Federal Government, whoever is getting into this 
field. 

But I do not have the same fear that some folks have regarding the 
conflict that we are going to find in the laws of the various States. I 
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believe that there may be some confusion in this initially but that 
will iron itself out as we go along. I think competition will be one 

of the things that will iron it out. You are more apt, under that com- 
petitive arrangement, to have sounder laws long-term administered 
y the States, than by one bureaucratic central agency, sir. 

Mr. Hotianp. Mr. Barden will agree with that. 

Chairman Barnven. I agree that “there is a whole lot more danger 
in overlegislation than I have seen in underlegislation. I made the 
statement on the floor of the House yesterday, and I made it before, 
and I will keep right on repeating it, and that is that somewhere 
and sometime we simply must quit gathering in from the States not 
only all of their sources of revenue but all of their rights and tradi- 
tional powers that have enabled them to operate as States, or we will 
wind up with 48 empty shells and 48 puppets that will not be able to 
function as we have known 48 States in this Union. 

I have never seen a bureau yet that did not want more power, and 
more jurisdiction, and more employees, and more reports, and more 
everything to bedevil people with whom they deal, particularly if 
they just happen to dislike them. 

Sometimes I have seen some departments that like certain folks, 
and dealt with them pretty kindly to the inconvenience of some other 
folks. I do not like that any better than I do the other end of it. 

But I have had some feeling about the matter that, whether the 
States feel that they should give their commissioner of insurance more 
authority or not, that is a matter with them. But I do not think that 
we should sit here and let the Supreme Court run all over the place 
and kick everybody in the teeth, and preempt the field for the Federal 
Government, because, frankly, if they are going to establish the policy 
in this country that once the Federal Government having entered a 
field, that field is preempted to the Federal Government, I do not know 
of anything now that would not be preempted to the Federal Govern- 
ment. They are in everything that I know anything about. 

I am afraid that that preemption business might get to the point 
it isan oe rather than just a local ailment. 

Mr. Tyson, I appreciate so much you folks coming here, and I think 
that you have contributed a great deal to the hearings in this matter. 
I cannot predict what the outcome will be, but I shi all try to see that 
everybody is treated kindly. 

Thank you very much. 

Mr. Tyson. I wish to thank you, personally, and to thank all of the 
members of rour committee for your courteous treatment, and I hope 
that we have aided someway in your consideration of this important 
problem. 

Chairman Barpen. Thank you. 

(Thereupon, at 12: 30 p. m., the hearing was recessed, subject to the 
call of the Chair.) 
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THURSDAY, JULY 25, 1957 


Hovust or ReprEsENTATIVES, 
CoMMITTEE ON EpucaTIon AND LaBor, 
Washington, D. C. 

The committee met at 10:15 a. m., pursuant to recess, in room 429, 
Old House Office Building, Hon. Graham A. Barden (chairman) 
presiding. 

Present: Representatives Barden, Wier, Landrum, Green, Zelenko, 
Holland, Gwinn, Kearns, Holt, Nicholson, Griffin, and Haskell. 

Staff members present: Fred G. Hussey, chief clerk; John O. 
Graham, minority clerk; Martin S. House, special counsel on welfare 
and pension legislation; Kennedy W. Ward, assistant general counsel ; 
and Russell C. Derrickson, chief investigator. 

Chairman Barpen. The committee will come to order. 

We have with us Mr. Frank B. Cliffe. 

It is nice to see you, Mr. Cliffe. We appreciate your coming before 
the committee. Will you identify yourself with the reporter, please, 
sir? 


STATEMENT OF FRANK B. CLIFFE, VICE PRESIDENT AND SECRE- 
TARY, H. G. HEINZ CO., PITTSBURGH, PA., MEMBER, COMMITTEE 
ON ECONOMIC SECURITY; ACCOMPANIED BY WILLIAM B. BAR- 
TON, GENERAL COUNSEL, CHAMBER OF COMMERCE OF THE 
UNITED STATES 


Mr. Currre. Yes, Mr. Chairman, with pleasure. 

My name is Frank B. Cliffe. I am vice president and secretary of 
H. G. Heinz Co., Pittsburgh, Pa. This morning I am appearing on 
behalf of the Chamber of Commerce of the United States. 

I have a prepared statement, but, Mr. Chairman, with your permis- 
sion, I would like to file it for the record and merely discuss some of 
these points informally. I think that may lead to a better discussion 
and questions and comments. 

Chairman Barpen. You may do as you wish. 

(The statement referred to follows :) 


STATEMENT OF FRANK B. CLIFFE FOR THE CHAMBER OF COMMERCE OF THE 
UNITED STATES 


My name is Frank B. Cliffe. I am vice president and secretary of the H. J. 
Heinz Co., Pittsburgh, Pa. I appear today for the Chamber of Commerce of the 
United States, having been a member of its committee on economic security 
for 11 years. The chamber is a federation of some 3,200 local and State 
chambers of commerce and trade and professional associations which have a 
membership of 24% million businessmen. 
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I have long had a deep interest in the subject now being considered by this 
committee. The chamber committee of which I am a member was giving the 
question serious attention at the time abuses in welfare funds were first uncoy- 
ered by your committee. It was suggested by some management spokesmen 
about that time tnat section 302 of the Taft-Hartley Act ought to be made more 
specific. I believe subsequent developments have proved these observations to 
be sound as a means of correcting the then suspected abuses. We will make 
specific suggestions at a later point in this statement about how to amend 
section 302. 

I appreciate very much, therefore, the opportunity to appear here and 
amplify on this very important subject. It is our hope that we will be able 
to contribute to this committee’s effort to further the public interest and to 
protect pension and welfare funds for their ultimate beneficiaries. 

Business and industry have a vital interest in maintaining the basic integrity 
and good reputation of their employee benefit plans and funds. We have been 
greatly concerned over the abuses that have been brought to light by this com- 
mittee in the operation and administration of a few employee benefit plans and 
funds. These abuses must not be permitted to continue. Unprincipled men who 
seek to make vast personal profits from abusing their fellow employees must be 
discouraged from starting such abuses and if abuses start, they must be promptly 
discontinued and stopped with suitable punishment. 

We realize the tendency of the general public to portray the operation of all 
funds in the same fashion as the few where chicanery and dishonesty have been 
disclosed and widely publicized. Administrators of honestly run plans, which 
are in the vast majority, do not like being tarred with the brush which is applied 
to those few dishonestly run plans. Dishonest administrators not only cheat the 
beneficiaries involved but also jeopardize the reputation for sound and efficient 
operation of tens of thousands of honestly run employee-benefit programs. 

We do feel that in this complicated area there are good and bad ways of going 
about solving the problem, and we would first offer some guiding principles— 
then indicate how they might be implemented. 


GUIDING PRINCIPLES 


1. The most effective administration is generally at the level of government 
closest to the problem. This means to us that the primary governmental control 
should be State supervision and State legislation. State laws on this subject 
should be left in full force and effect. Overlapping, conflicting Federal legisla- 
tion requiring needless duplication of effort should be avoided. Punishment of 
actual corruption should be left to the States, as are punishments for other 
similar crimes. 

2. The serious abuses that have been revealed to date apply to the jointly 
administered funds or to funds whose benefits are employer financed on a cents- 
per-hour or similar fixed-cost basis. They generally come under section 302 of 
the Taft-Hartley Act. By strengthening that section so as to provide guides for 
trustees’ actions we can get directly at the area of proven abuse. 

3. We seriously question the need of requiring reports to be filed with a Fed- 
eral agency, and certainly any legislation should avoid an immense new Federal 
agency or department—or the beginnings of one. Experience has taught us that 
once an agency is created it will attempt to take on more responsibility and 
authority. Any possible gains from such an institution would be more than offset 
by the obvious disadvantages of increased governmental bureaucracy, more ex- 
pense, more cumbersome rules, regulations, and redtape—to the real detriment 
of the beneficiaries of soundly run plans. 

4. In order to avoid duplication and waste we recommend that if Congress 
decides registration and disclosure should be made to a Federal agency, the 
Internal Revenue Service is best suited to filling the role. 


MAXIMUM STATE AUTHORITY 


We suggest that the States should be left maximum authority to develop their 
own bodies of law in this field. 

Basically, welfare and pension funds are either voluntarily established by an 
employer from his own funds or are matters of contract between an employer 
and a union.’ These issues involve the law of trusts and the protection of rights 
arising from it, which traditionally has been a subject of State jurisdiction. 





1P. 63 of final report submitted to Committee on Labor and Public Welfare by its Sub- 
committee on Welfare and Pension Funds pursuant to S. Res. 40 as extended by S. Res, 
200 and S8. Res. 232, 
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We hope that none of the legislation which may ultimately emerge will confer 
exclusive jurisdiction on the Federal Government. Such a result would further 
implement a trend in recent years for the Federal Government to preempt State 
authority. We are alarmed at this trend for Federal power to crowd out State 
authority even from areas where the States are competent. The President’s 
Commission on Intergovernmental Relations observed in this connection in 1954 
that under our current constitutional interpretations the Federal Government is 
permitted to perform many activities regardless cf the competence of the States 
to deal with them. It noted the importance of developing the capacity of the 
States to handle more of the total task of Government. This diffusion of govern- 
mental activity is especially desirable as our growing population and more com- 
plicated society impose increasing burdens on Government. But if this is to be 
done, “the National Government,’ concludes the Commission, “has a responsi- 
bility on its part to leave room for and not to frustrate such development.” 

The States should have full opportunity to act on welfare and pension funds. 
They cannot do so, however, if the Federal Government preempts the field. 
Given a proper chance there is reason to believe the States will deal effectively 
with this problem. That they have not moved more quickly may indeed be to 
their credit. They have not rushed to enact ill-advised legislation. As the 
committee knows, New York, Washington, Connecticut, and California have led 
by enacting laws that represent constructive steps toward dealing with the prob- 
lem, and Wisconsin has just passed legislation. In light of recent developments, 
additional States are almost sure to act. 

The complicated subject should have benefit of the continued intelligence of 
the several States. The laboratories of experiment in our Federal-State system 
of government can all be so important in helping solve complicated problems of 
legislation such as this one that each should have opportunity to make its con- 
tribution. The Congress is the one that in the first instance must decide in this 
matter whether it will allow the States the continued opportunity to act in the 
field or will arrogate full power to the Federal Government. 

We suggest that any Federal legislation on the subject should by specific pro- 
vision make the continued authority of the States on this subject clear and 
definite. 

TO WHAT FUNDS SHOULD LEGISLATION APPLY? 


We believe the section of the New York State report on private employee 
benefit plans should be of special interest to this committee.’ 

“Where the employer, either at his own initiative or as a result of collective 
bargaining, agrees to provide a specified package of benefits but does not cover 
them by insurance, the realistic underlying issue is whether the employer should 
be required either to prove his financial ability to meet his promise or, in the 
absence of such proof, to set aside a reserve fund for that purpose. 

“On the basis of present data, it would appear to be preferable to leave this 
feature of the employment contract to the parties directly concerned. It seems 
neither appropriate nor practicable to impose financial requirements on an em- 
ployer whose only commitment is to provide benefits to the extent of his 
resources. 

“For the true level-of-benefits plan, there is nothing to regulate with the pos- 
sible exception of “literature.” Consideration should also be given to requiring 
such plans, if formalized, to make regular reports to beneficiaries as to the 
benefits dispensed * * *. 

“However, providing assistance to a labor union in hammering out the best 
possible contract is not an appropriate function for a regulatory agency con- 
cerned with the supervision of welfare and pension funds. F’\:thermore, under 
the Labor Management Relations Act of 1947, unions presumably are provided 
with a remedy and can obtain necessary data from employers on the cost of the 
plans if such data is needed for ‘fair bargaining.’ Another alternative avail- 
able to unions is the negotiation of an agreement under which the employer 
would provide the union with all pertinent data on the cost of the benefits 
promised. In any event, the proper objective of the proposed statute would 
appear to be the conservation of welfare funds against undue hazards and not 
the very different field of regulation of management-labor relations.” 





2State of New York, insurance department, Private Employee Benefit Plans—a Public 
Trust. A report on welfare and pension funds in New York State, submitted by Martin 8. 
House, special counsel, pp. 240-242. 
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We also applaud a statement in the final report submitted to the Senate Com- 
mittee on Labor and Public Welfare by its Subcommittee on Welfare and Pen- 
sion Funds during the 84th Congress, which stated: “It is our desire to make 
the disclosure act an effective instrument to safeguard these vast programs, but 
at the same time to make it the least burdensome possible.” The same para- 
graph of his report speaks in favor of “accurate and adequate accounting, the 
annual audit, and an open-faced exchange of information between the benefici- 
aries involved and others participating in the programs * * *,” 

Obviously something should be done to safeguard programs that need safe- 
guarding. We believe by the same token that unnecessary burdens should not 
be placed around those types of funds with respect to which no defalcation or 
needs for additional protection have been demonstrated. 

We strongly urge that legislation should apply where malpractices have been 
exposed—namely, in those plans that theoretically are jointly administered. 

Sound reasoning is strongly weighted against requiring employers to report 
to Government such information with respect to funds unilaterally administered 
by them. In urging this course we do not contend that business people are any 
better than other legitimate segments of our social order. They are simply a 
cross section of our society. Employers who are thus spending their own money 
will, like any prudent citizen who makes a purchase, seek the best values ob- 
tainable. Where an employer has promised to provide a certain level of benefits 
the fact is that the agreement is, in effect, a pledge of the good name of his 
company and in the same category with its promise to pay certain hourly wages. 
No trust fund need be set up for such purpose, but the promise pledges the 
general credit of the company. It is a matter of internal judgment whether 
assets of the corporation should be segregated to assure future payments of 
this type. Hence, there is a vastly different situation from that prevailing 
where funds are paid over to trustees not under company control to be held in 
trust for the employees as beneficiaries. 

The disarming question is, nevertheless, raised to the effect that if one recom- 
mends disclosure for one group of plans—why not for all? What do you have 
to hide? The answer is quite simple. It is not a question of hiding anything. 
It is only a question of commonsense. It just isn’t necessary and would be 
needlessly wasteful of the taxpayers’ time and money, and, further, disruptive 
of sound employee-benefit plans to require additional reporting to a Federal 
agency unless there were a proven need. Employers are not required to render 
detailed reports to the Federal Government on their many other expenditures, 
and no case for such reporting has been made with respect to employer financed 
and managed plans so as to constitute this expenditure an exception to the rule. 

Where the plans have been set up on the level-of-benefits basis with the em- 
ployers paying all of the cost or the excess of cost over agreed employee con- 
tributions, they are self-policing and abuses have not been present. This is a 
natural consequence of the fact that under this type of financing arrangement 
the employer has a continuing interest in an efficient, honestly run plan—it is his 
own money that he is spending. To permit dishonesty and double dealing would 
be against his own interest. 

Let us leave this point concerning level-of-benefit plans for a moment and see 
whether there are any positive disadvantages resulting from reporting of uni- 
lateral administered plans. This is, of course, in addition to the persuasive 
point that no real purpose would be served from such reporting since no need 
is evident. 

It may be correctly said that disclosure by employers of detailed information 
regarding benefit plans—such as amount in pension reserves, etc.—can be dis- 
torted, misinterpreted, and used improperly by those who would like to discredit 
and malign. It has been observed that some overzealous union leaders have 
seized on this kind of information to promote ulterior bargaining ends. Pen- 
sion reserves have been singled out as a ready target for all kinds of extra new 
benefits. And, unfortunately, the union members or officers have not always 
been aware that these reserves, often accumulated largely during prosperous 
years, are being held to protect the employees when heavier demands on the 
funds will be made—in the future, perhaps not quite so prosperous years. 

Experience has taught the employer how adroit propaganda can generate 
heavy pressures at the bargaining table to increase benefit levels unreasonably. 
Disclosure of pension and welfare fund finances, particularly where the plans 
are unilaterally set up or established on a level-of-benefit basis, would add fire 
to such unreasonable demands and other improper use of information. 
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Once investment portfolios are disclosed, unions would almost surely at times 
make the buying and selling of certain securities by trustees a matter of col- 
lective bargaining. Demands that trustees sell securities of companies that 
are unorganized or with whom the union is engaged in a labor dispute, would be 
detrimental to the securities of that company in the market and could possibly 
destroy that company, as well as weakening the fund. By concentrating power; 
unions, while not actually handling the funds themselves, could apply pressure 
to destroy the business of an employer or to gain control of his employees. Unions 
have called moreover for more investment in low-cost housing or medical centers, 
neither of which might bring a satisfactory return to the trust and might in 
fact be detrimental to the interest of the beneficiaries. 

In fact, these very considerations could discourage employers from setting 
up plans under which there is agreement on the employer’s part to provide a 
specified level of benefit or to set aside any funds to meet future needs. There 
is danger that they would feel it unwise thus to make targets of themselves. 
Employees would be the losers because certain of these plans have been among 
the most liberal in the benefits paid employees. 

The principal argument used in favor of required disclosures of full informa- 
tion regarding unilateral employer-administered plans is in fact not that 
employers have been corrupt in their handling of such plans, but that the benefits 
are a part of the employee’s compensation, although employees naturally do not 
wish to have these payments reported as part of their taxable compensation. 
The conclusion then is made that details as to the cost of company pretfinancing 
of the benefits should accordingly be disclosed to the employees. 

This line of reasoning is without merit, and would apply a rule to benefit 
moneys which does not apply to other wages. It is part and parcel of an old 
contention that the employer should allow the union to examine its books as part 
of the bargaining process. Employers are not now required to disclose the inner 
financial workings of the company which make possible the employees’ regular 
wages. A failure to disclose such information becomes an issue under present 
law only if the employer gives financial inability 
wage increase.” 

It is obvious that the employer’s payment to the fund is not compensation to 
any one employee until he qualifies by sickness, disability or old age and that 
no given employee is certain that he will ever qualify for such benefits. Even to 
employees as a group, there is no assurance that the group experience will call 
for the disbursement of the entire amount paid in some prior period by the 
employer. 

Therefore, the proposal to require full disclosure or an opening of the books as 
to unilaterally administered welfare and pension funds singles them out from 
other forms of compensation where there is no such compulsion. Effort is being 
made by unions, after failure on other grounds, to use welfare and pension 
funds as an excuse for looking at the employer’s books beyond the already 
published annual reports which are made public property by most of the large 
employers. 

The investments of the pension trusts are of an exceedingly confidential na- 
ture from a number of points of view. One reason is that the business of in- 
vesting funds, like other phases of American life, is highly competitive. 

As an example of the kind of situation which arises, there have been oc- 
‘asions when the trustee has adopted a long-range program of investing in 
the securities of a particular kind or of a specific industry which it felt had 
growth possibilities. If its investments had been generally known, other in- 
vestors could and well might have followed its policy with respect to these 
securities and forced up the market price before it could have completed its 
program. 

If the buying and selling of securities is not kept confidential, changes in 
the investment portfolio could be improperly construed as an expression of 
confidence or lack of confidence in a particular company or investment. This 
might not only lead to disturbing inferences on the part of the company whose 
securities are bought or sold but to other inferences which would not be 
desirable. 

The State of Wisconsin recognized these dangers by providing that reports 
filed with the State, be kept confidential, unless an abuse has been found. 

It has been argued that “since payments to unilateral funds are tax exempt, 


as a reason for refusing a 





3N. L. R. B. vy. Truitt (351 U. 8. 149 (1956) ). 
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the Federal Government has a special right to reports concerning them.” 
Actually, nearly all expenditures by a corporation (except dividends to stock- 
holders) are allowable deductions from income before computing Federal in- 
come taxes. There is nothing about payments to a unilateral benefit fund that 
should subject the employer to special reporting concerning them. The Internal 
Revenue examination of his books, for tax purposes, will verify the fact of 
such payments and their amounts. 

We will not elaborate on plans where union members provide all of the funds 
and union officers administer them, as our connection with that problem is only 
indirect. We would definitely apply the same principle of exclusion to them, 
however, unless there is a clear showing that such plans are victims of sub- 
stantial abuse. 

The scandalous situations exposed by your committee hearings in 1954, and 
those exposed by the Senate committee later, applied principally, if not ex- 
clusively, to jointly administered funds to which section 302 of the Taft- 
Hartley Act applies. They applied, moreover, to welfare funds rather than 
pension funds. In other words, the urgent need for legislation arises where 
one or more employers have paid over welfare fund money to union repre- 
sentatives who are obligated by law to join with management representatives 
in administering them. Referring to such plans the Senate subcommittee re- 
port stated: 

“Many abuses and problems have been found in this type of plan. A great 
deal of this subcommittee’s and other Federal and State governmental com- 
mittee’s attention has been given to this type of plan, which covers less than 10 
percent of employees receiving group benejsits under all types of plans.” [Italic 
supplied. ] 

Certainly in these days when people are stunned by the ever-increasing 
size and ramifications of government, it is desirable to refrain from spread- 
ing it into areas where it is not needed. Why impose the burdens of this 
legislation on all types of plans when only a part of those covering this less 
than 10 percent of employees receiving group benefits are clearly shown to be 
so infested with abuse as to call for legislation? A positive case should be 
made before legislation covering unilateral plans can be justified. 

If substantial abuses are shown in this area Congress obviously should con- 
sider possible legislative remedies. Unless the need is positively established, 
the onerous requirements of a legislative remedy should not be imposed beyond 
the area of actual shown need. 

To extend proposed legislation beyond the area of actual need should not 
be taken lightly for other important reasons than the onerous effect it would 
have on those required to file reports. 

One such reason lies in the impact public information about these funds could 
have on the national economy. Suppose a disclosure of details of assets held 
by a company shows that it has bought or sold a million dollars worth of a 
certain security from a pension or welfare fund. Would this kind of informa- 
tion have an effect on individual investors, and if so, would it be good or 
bad? Would there be an effect on the securities exchange, and if so, would 
it be good or bad? Since pension fund reserves are a very important source 
of equity capital, Congress, through further study and investigations should 
develop definitive answers to these questions before including under legislation 
the approximately 92 percent of employees who are under welfare plans and 
the approximately 86 percent who are under pension plans unilaterally admin- 
istered by employers. 

How extensive would be the costs and how great would be the administrative 
problems of including all such plans in the legislation? Secretary of Labor 
Mitchell approached this point with considerable caution and was careful to 
qualify his comments regarding it. Under such circumstances, we again submit 
it would be prudent to limit present legislation to the area where actual abuses 
have been shown. If facts developed later show the need to cover more legisla- 
tive territory, we would then have not only the added facts but also the added 
experience to help formulate a legislative provision that would be sound. 

It is notable that the States of New York, Washington, Connecticut, and Cal- 
ifornia have so restricted their initial legislation regarding welfare funds. 
Their statutes on the subject did not embrace all such funds in order to deal 
with the evils which had been shown definitely to exist only in the one type of 
fund. New York, for instance, directed its legislation to “any trust fund or 
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other fund established or maintained jointly by one or more employers together 
with one or more labor organizations.” * 


AMENDMENT OF SECTION 302 PREFERRED 


The exposed evils can best be abated by amending section 302 of the Taft- 
Hartley Act. This section was written to deal with jointly administered funds, 
the type where widespread abuse has been recently definitely shown to exist, but 
obviously it did not provide restrictions adequate to cope with the opportunity 
for abuse which these funds offer. Rather than write an entirely new law on 
the subject, it would be far more practical in our judgment to profit from past 
experience and improve the existing law which already deals with the trouble 
spots about which we know. 

Section 302 (c) of the Taft-Hartley Act provides that collective bargaining 
agreements between employers and unions shall contain: 

“Provisions for an annual audit of the trust fund a statement of results of 
which shall be available for inspection by interested parties at the principal 
office of the trust fund and at such other places as may be designated in such 
written agreement ;” 

Section 302 (d) provides any person who willfully violates any of the pro- 
visions of this section shall: 


“upon conviction thereof, be guilty of a misdemeanor and be subject to a fine of 
not more than $10,000, or to imprisonment for not more than one year, or both.” 


It seems that we have already provided in law provisions for an annual audit. 
There is question whether the existing law has been utilized by those individuals 
who would seek information from fund trusts. Verhaps it would be worth the 
time and money to provide an educational campaign whereby union members and 
beneficiaries and employers would know their rights under the present law and 
perhaps to suggest what civil action they can take. 

The mere mass of reports which would be required by the all-inclusive approach 
would tend to delay discovery of malpractices and to dilute the efforts at analysis 
and corrective action. Administrative employees would be compelled to spend 
time looking through an unnecessarily large haystack for a probably nonexistent 
needle. Certainly any administrative or legislative action should start with 
the area of demonstrated malpractice. 

Some Members of Congress have suggested the possibility of delaying action 
on this matter until there could be an adequate examination of employer-ad- 
ministered plans, to determine whether they should be included in the proposed 
legislation. It would seem to be sound to proceed without delay with appropriate 
action in the area where major abuses have been shown to be trequent and 
gross—namely those plans which operate under section 302. Then the committee 
should carry out an investigation of unilateral plans and take further action 
if that appears appropriate. Indeed, an entirely different type of action might 
be shown to be desirable, in view of the different type of administration of these 
plans and the record of the investigation. 

This section of the Taft-Hartley Act has proved inadequate because it does 
not spell out rules of conduct for trustees. If the act had spelled out necessary 
guidelines, much of the abuse that has been uncovered would not have taken 
place or would have been more quickly discovered. 

Certain amendments of section 302, we suggest, accordingly, can make it 
effective. We suggest that the language ought to provide: 

1. That a written trust instrument spell out the terms of the trust; 
2. That a booklet or other written instrument be delivered to participating 
employers, contributing employees and beneficiaries, giving— 
(a) A description of the plan of benefits to be provided, 


4 The full section of the New York statute referred to, viz, sec. 37—a, is as follows: 

“Definitions. 1. Employee welfare funds. The term “employee welfare fund,” as used 
in this article, shall mean any trust fund or other fund established or maintained jointly 
by one or more employers together with one or more labor organizations, whether directly 
or through trustees, to provide employee benefits, by the purchase of insurance or annuity 
contracts or otherwise, and to which is paid or contracted to be paid anything, other than 
income from investments of such fund, by or on behalf of any employer doing business in 
this State or for the benefit of any person or persons employed in this State: Provided, 
however, That such term, as used in this article, shall not include any such fund where 
its overall management is vested, alone or jointly with other trustees, in a corporate 
trustee which is subject to supervision by the superintendent of banks of this State or any 
other State or is a member of the Federal Reserve System. 
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(6b) The class or classes of employees and the class or classes of 
other persons, if any, covered for such benefits, 

(c) The conditions of the obligation to provide such benefits together 
with a statement of eligibility requirements ; 

3. That the trustees shall keep detailed records of their affairs on a calen- 
dar year, policy year, or other fiscal year basis, such records to be audited 
at least annually by a certified public accountant; 

4. That the trustees shall annually issue a report certified by a certified 
public accountant together with a copy of booklets or other written instru- 
ments delivered to participating employers, employees and beneficiaries dur- 
ing the year, the report to include: 


(a) Amount of employer payments, itemized for each employer if 
more than one, 
(6) Amount derived from employee contributions, if any, 
(c) Other receipts, 
(d) Summary statement of assets—by types, 
(e) Number of employees covered, 
(f) Benefits paid, 
(g) Number of employees and dependents receiving such benefits, 
(h) Expenses paid from the fund, including 

(1) The top 10 salaries, wages, or fees paid, in what amount and 
for what purposes, 

(2) Administrative, service, or other fees paid or credited with 
names and addresses and a description of the service rendered, 
for amounts equal to or greater than the lowest of the top 10 salaries, 
except on the purchase or sale of securities through a broker or 
dealer registered with the Securities and Exchange Commission: 

(i) Expenses incurred but unpaid if the fund is not operated on a cash 
basis, 
(j) Other disbursements. 

In event some or all of the benefits are provided through an insurance carrier, 
service, or other organization, the amendments should, in addition, require the 
trustees to include such fact in the report together with a statement showing: 

1. The total premiums; 


9 





Fees and commissions paid or allowed with names and addresses of 
those receiving them and the amounts. 


The insurance company abuses which have been mentioned in unilateral con- 
tracts result in extra costs for the employers, but not loss of protection or benefits 
to the employees. Thus, these abuses are self-punishing to the employer. 


USE OF FEDERAL AGENCY COULD BE AVOIDED 


Should the law require this data to be filed with a Federal agency? 

We think this onerous rule need not be imposed. Substantially as much good 
would come from making the report available to the participating employers, 
the contributing employees, and the beneficiaries. Moreover, there might in 
addition be the requirement that report copies be available for inspection at 
the principal office of the fund; also, that it be summarized in plant papers, 
if issued, and placed on plant bulletin boards. 

The penalty provision of the Taft-Hartley Act would provide the necessary 
means for enforcing these disclosure requirements, once they were incorporated 
in section 302. 

With the recent publicity concerning abuses, many employers and employees 
will seek and utilize such reports. There would thus be an important degree 
of self-policing, by those most familiar with the individual plans. 


PREFERENCE FOR INTERNAL REVENUE 


Although we strongly urge against required reporting to a Federal agency, 
we are mindful of the expressions in favor of such a requirement. We note that 
some bills on the subject favor making the Securities and Exchange Commis- 
sion the reporting agency. 

In event Congress decides to designate an agency with which reports are to 
be filed, we prefer designation of the Internal Revenue Service. 

Pension funds already are required to report to Treasury to qualify for tax- 
exemption purposes under the Internal Revenue Code. Once such a fund has 
obtained tax-exempt status under the code it is then required to file an annual 
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information return. The information required at this point includes financial 
statements and other data deemed pertinent to determine whether the fund is 
being operated in a manner consistent with the requirements for exemption. 
Any violation of the applicable provision of the law or regulations are grounds 
for removal of tax-exempt status of the fund and deductibility of payments made 
by the employer. 

The internal revenue requirements for welfare funds which qualify under 
section 501 (c) 9 are about the same as pension funds. With respect to them, 
application must be made under the Internal Revenue Code for claimed income- 
tax exemption and the fund is then required “to file an annual information 
return on form 990 with the local district director.”° Most welfare funds, how- 
ever, do not report investment income for which tax exemption is desired and, 
therefore, they do not qualify under the Internal Revenue Code. 

The amendments to section 302 of the Taft-Hartley Act, if reporting to a 
Federal agency is deemed desirable by Congress, could avoid duplication of 
reporting by designating the Internal Revenue Service as the one to which the 
disclosure of data is to be made. It should be possible for the same forms to 
channel data which would serve both taxation and disclosure purposes. 

In fact section 503 (c) of the Internal Revenue Code already imposes on 
trustees some very salutary prohibitions with respect to pension funds for which 
income-tax exemption is sought.° 

Let’s not bring a new agency into the picture. Reports required from busi- 
ness people impose a tremendous burden already. If reports more copious than 
those already required for tax purposes must be filed with a Federal agency, 
can’t that filing be done with the same agency, the Internal Revenue Service? 
This result could readily be achieved in amending section 302 by specifying the 
Internal Revenue Service as the agency with which to file reports and by making 
it possible for administrators of these funds to supply all the prescribed data as 
part of the required annual report for income-tax purposes. 

In conclusion : 

1. We believe that State legislation should be encouraged to remedy abuses. 

2. We believe that we should be selective in our approach and not hurried into 
the “‘shot-gun” treatment. 

3. We believe that the abuses have been revealed only in the jointly admin- 
istered funds, covered by Taft-Hartley, section 302, which are generally financed 
on a fixed cost, cents-per-hour basis, not on a level-of-benefits basis. Criteria 
for coverage should be set accordingly. t 

4. We question the need to have registration and disclosure to a Federal agency, 
but if Congress in its judgment decides that such a requirement is necessary 
we favor use of the Internal Revenue Service for this purpose. We believe 
designation of it would avoid duplication and waste. 

5. It should be clearly understood that any legislation designed to prevent 
abuse in the operation and administration of employee-benefit plans or funds 
will not cure the even more fundamental and urgent problem of mismanage- 
ments of union powers and internal funds—a subject under other active con- 
sideration though not involved in this hearing. 


Mr. Ciirre. May I state that I have been interested in these broad 
questions of employee benefits for a great many years. I was with 
the General Electric Co. for 27 years before I went with the Heinz 
Co. In most of that time I have been related in one way or another 


5Testimony of Harold T. Swartz, Director. Tax Rulings Division, Internal Revenue 
Service, in hearings before Subcommittee on Welfare and Pension Funds, etc., pursuant 
to S. Res. 40, ete., pt. 3, p. 838 ff. 
These provisions prohibit the creator of the organization, a substantial contributor 
thereto, or a member of the family of either, or a corporation controlled by either: 
1. From receiving a loan of income or corpus of the organization without giving 
adequate security and reasonable interest, 
2. From receiving compensation from the organization except a reasonable allow- 
ance for personal services actually rendered, 
3. From receiving services from the organization on a preferential basis, 
4. From selling a substantial amount of securities or property to the organization 
for more than adequate consideration, 
5. From buying a substantial amount of securities or other property from the 
organization for less than adequate consideration, and 
6. From participation with the organization in any other transaction which diverts 
a substantial amount of income or corpus to such person, 
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to pension plans, insurance plans, and things of that sort, broadly 
speaking, employee benefits, unemployment compensation, and SO on, 

For that reason, it was very much in my field of interest when the 
Senate committee invited me to appear before it some 2 years ago 
when it was just starting investigations in this field. 

More recently, in fact just last month, I did appear before the 
Senate committee as a representative of the United States Chamber 
of Commerce. 

As you know, the chamber is a nationwide organization of local 
chambers of commerce representing perhaps 214 million businessmen 
scattered throughout the country. Speaking for businessmen as a 
whole, we have a tremendous interest in proper administration of em- 
ployee-benefit plans, whatever their nature and whatever the field of 
benefits that they cover. 

Many companies have been operating plans of various types for the 
better part of this century. It is not a new field by any means for 
employers to provide from their funds or jointly with employees for 
benefits of different types when there are disasters in the life of the 
employee. Those plans originally were initiated by employers for 
the most part. In more recent years, many of them have arisen as 
part of the collective-bargaining procedure, so that they take many 
forms of administr ation. There are m: iny forms of benefits. 

Over the years they have done a tremendous job of helping em- 
ployees in times of need when the financial pressure on the employee 
was great and the normal sources of income were diminished because 
of sickness, old age, hospitalization, retirement, and so on. 

When this matter of abuses of certain types of these plans first 
came into the press on a broad basis from the investigations of this 
committee and the investigations of the Senate committee, there were 
a number of employers who had the feeling that most of the problems 
were arising in the plans that were operated in accordance with section 
302 of the Taft-Hartley Act. That section provides basically that 
employers must not contribute to employee funds unless certain pro- 
visions are met. 

I will not go into the details of those at the moment, but we will 
come back to that. 

As time — on, and as these hearings progressed, the idea that this 
was the area where the problems were being created became clearer 
all the Hine. It seemed that this was a field in which past experience 
had not established well-organized procedures to make sure that the 
funds that were provided would reach exclusively the employees for 
whom the funds were designed. And so, as time has gone on, we have 
had these revelations. You are familiar with them. All that I know 
about them is what I read in the papers, because, after all, you have 
been following them much more closely, I am sure, than I have been 
able to. 

However, as these difficulties have been revealed, there have been 
various suggestions as to how to solve the problem, because it is ¢ 
very real problem i in certain areas of labor-management relations. 

I would like to state a few general principles rather than talking 
about the specific paragraphs of specific bills. I think there are just 
a few very important principles that this committee ought to have 
very clearly in mind in considering legislation. 
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In the first place, I would like to emphasize the importance of the 
grassroots approach. After all, these are plans that are designed for 
groups of employees who live in an industrial community, and what 
happens to one fellow becomes pretty well known to his neighbors, 
whether it is good or bad. The problem, therefore, of control of 
these plans can very well be largely a local affair. 

Now, I represent a national company. We have operations in many 
States, so that, when I say the problems are a local affair, they are 
individual transactions in a community, but there may be similar 
transactions sprinkled across the country as other groups of employees 
in different locations are concerned. 

On this basis of it being a local transaction in the payment of bene- 
fits or the misappropriation of funds, it is something that happens 
in a specific community, and, to a large extent, I believe, that it isa 
proble m that can best be solved from three basic approaches. 

The fundamental approach is the relationship between employers 
and employees. Whether it be a matter of a contract which is nego- 
tiated or the administration of a plan which is instituted without 
contract negotiation, it is the direct relationship between the employer 
and his employees that is the first consideration, and any legislation 
ought to recognize that. 

The second thing is that many of the abuses that have been shown 
are abuses of matters that are already the subject of State legislation, 
such as embezzlement, just to use one broad term that is typical of 
some of the abuses that have been revealed by your investigations. 
There is plenty of State legislation prohibiting e >mbezzlement and pro- 
viding penalties for those who are convicted of that crime. It does 
require enforcement of those State laws. Obviously, any law that is 
passed and that is not observed and enforced is just a waste of time 
and words, so that we have State supervision of the various types of 
crime, and I have used embezzlement as merely typical of this whole 
field of misdoings that you have revealed. 

The second thing is that these investigations, so far as I have been 
able to follow them in the newspapers, have indicated that the diffi- 
culties are concentrated in 1 area, 1 type of plan; namely, the plans 
that have been operating under this section 302 of Tait- Hartley, 
where, theoretically, the funds are turned over for joint administra- 
tion by employee representatives and employer representatives, a joint 
trusteeship. 

The problems have almost exclusively been in that type of plan. 
I will come back to that in a moment. 

The third point I would like to indicate is that there is little to 
be gained by Federal reporting or legislation. I will detail that, if I 
may, a little later on, Mr. Chairman. 

Fourth, if the Congress decides, contrary to my last statement, that 
it is wise to have legislation and that it is wise to have reporting to a 
Federal agency, I would strongly recommend that that reporting 
should be to the Internal Revenue Service, and I will detail the reasons 
for that in a moment. 

[ am not going to get into the discussion of State authority versus 
Federal authority. That is a broad principle. I think that it has 
been widely recognized, and increasingly in recent years, that the 
swing toward federalization has perhaps been carried too far and that 
we will get better government on some phases of our industrial life 
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if each State carries the responsibility for the operations within its 
jurisdiction. 

I would like to emphasize the importance, from the viewpoint of a 
citizen, of having the benefit of the discussions and decisions in 48 
State legislatures. I would not say for one moment that all of the 
members of State legislatures throughout the country are men of ex- 
perience or judgment equal to that represented in Congress. Do not 
put those words into my mouth as might otherwise be done. That 
is not the point. 

The fact is that, if we can have 48 groups working on a complicated 
problem, one State will come up with this type of solution and an- 
other State will come up with a slightly different solution and an- 
other with a radically different one, and by experience over a period 
of time we will hammer out the best way of dealing with this new 
problem. 

Mr. Hotianp. Mr. Chairman, may I ask a question ? 

Chairman Barpen. Yes. 

Mr. Hotxanp. Mr. Cliffe, what stand did you and your company 
take on the legislation introduced in the Assembly of Pennsylvania 
last year ? 

Mr. Currre. Which legislation ? 

Mr. Hotianp. The legislation on health and welfare funds. 

Mr. Currre. We took no formal stand on the legislation as it was 
before the Legislature of Pennsylvania. It is not our general prac- 
tice to rush out and express opinion on pending legislation as a com- 
pany. 

There are a few cases where we feel that matters are of particular 
interest to us, and particularly apply to us, and there, as is the case 
this morning, the company asks me to speak for the chamber of com- 
merce as I am doing today. 

Mr. Hoiianp. You are not speaking for H. J. Heinz Co. ? 

Mr. Cuirre. I am not speaking for H. J. Heinz Co. this morning. I 
identified myself because you obviously wish to know what my back- 
ground is. 

Mr. Hotianp. Thank you. 

Mr. Cuirre. I would like to emphasize, Mr. Chairman, the im- 
portance of this experimental approach of having different groups 
throughout the country hammer on these problems. In part, that 1s 
desirable because there are variations in industrial conditions. I do 
not need to spell that out to you. Some States are highly industrialized 
and some States are primarily agricultural, and there are different 
types of problems existing in the smaller communities, different from 
those in the larger communities, so that it is wise to have this type 
of experimentation which is just exactly what the Congress did, you 
will recall, in 1935 when working on what became the Social Security 
Act. 

The unemployment phases, the things that were a matter of con- 
stant change of ‘status of the individual, unemployed this week, re- 
employed next week, that sort of thing, those problems were given to 
the States to administer. 

I think it is perfectly fair to say that the country as a whole has 
benefited tremendously by having different State legislatures act. 

It is obvious that no one of us would agree with what was done 
in every State. Some of them we feel have not been using the best 
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judgment in this area. Some have used better judgment in another 
area, but from that composite experience, we are developing an un- 
employment program that is protecting millions of persons as and 
when they need it. 

Similarly, I think in the benefit area it is wise to have this experi- 
mental approach so that we have a continual development of different 
groups looking at the problem and working on it. 

What I am saying there in essence is that, if the Congress decides 
to enact any legislation, then it should be legislation which leaves the 
maximum of freedom to the States to carry through their part of the 
responsibilities between the employees and the employers in this 
area of administration of funds. 

Mr. Gwinn. Mr. Chairman. 

In that connection, it seems that the bigger the groups are, the more 
readily do they get to the idea that it would be better to have a central 
power to deal with, that it would be simpler to have 1 power instead 
of 48; but I am wondering if that would not further aggravate to- 
ward centralization of business and power and make it more and more 
difficult for the little businessman to stay in the picture and offer wel- 
fare and pension funds as best he may. If the Central Government 
gets into it, sooner or later they are going to insist that everybody 
prove his capacity to pay these funds, are they not, and to meet the 
obligations for welfare and pensions? 

That will be the tendency. It will be almost inevitable that that 
will be so. Would you think so or not? 

Mr. CuiFre. I agree perfectly with what you have said sir. It 
has certainly been the tendency in our Government over the years, and 
I speak as a citizen at this stage and not representing the chamber of 
commerce, for matters to become more and more centralized, for 
more and more concentration of power. It is true in Government and 
it is true in business. 

I think that, to the extent that we can provide an area where the 
governmental! function is on a local basis for a problem, whether it be 
this or some other thing, we have done something that is highly 
desirable in terms of keeping this interest in politics, in Government, 
in relationship between groups in the community on the basis where 
many persons are participating actively and where the control is in 
local groups. 

You gentlemen live in Washington a good share of the year. I come 
here only occasionally. You have given me a very delightful day to be 
here, I must say, in arranging the weather for me, but it is important 
that the folks back home feel that they have an active participation 
in running this country or in running sections of this country and its 
economy. 

Mr. ZELENKO. Will the gentleman yield? 

Mr. Gwinn. I yield. _ 

Mr. ZELENKO. I want to see whether I follow your thinking, sir. 

You say that, according to the way you have sized things up, there 
has been a tendency toward centralization of business and centraliza- 
tion of government. Let me ask you, sir: Are you in favor of both of 
those, or merely centralization of business but not that of govern- 
ment ¢ 

Mr. Crirre. I would like to make this comment: I am in favor of 
local government, and I am in favor of small business for the things 
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that local government and small business can handle. There are 
some problems that cannot be handled by small government or small 
business. 

What would be the advantage to small business, or to its disadvan- 
tage, to file a report, let us say, with the State government as against 
filing one with the Central Government ? 

Mr. Cuirre. So far as the small business is concerned, there are 
many of them that would find that a State government would not 
require as much detail as Federal legislation would undoubtedly call 
for, the reason being that the Feder: al legislation and the resulting ad- 
ministration of it has to adopt a pattern that is uniform across the 
country where there are large employers and small employers. 

Mr. Zetenko. May I indicate to you, sir, that my constituency is 
relatively near, and I commute back and forth practically 2 or 3 times 
a week. I appreciate most sincerely your solicitude for the folks 
back home and the smaller folks. 

My folks back home are more worried about the encroachment of 
big business on their small businesses than they are about the en- 
croachment of the Federal Government in their problems; so that, 
from where I sit, 1 look at it a bit differently. 

It is my feeling that perhaps the Government may be of assistance 
to the small-business man, whereas big business itself may eventually 
try to bring about his elimination. I agree with you that there are 
places for small business and places for big business. The point is 
that we like to arrive at something that would be favorable for every- 
one because the small-business man needs a little more help from the 
Government than he possibly could get from his competitors, which 
are big business. So that I ask again, Do you not think that it would 
be more favorable for the small-business man to have the Government 
in Washington know, on a national, general basis, what his problems 
are, rather than for the State governments individually / 

Mr. Nicuotson. Mr. Chairman. 

Chairman Barpen. Mr. Nicholson. 

Mr. Nicuotson. Does small business have these pension and wel- 
fare funds? What is small business ¢ 

I thought small business was struggling along to keep open without 
establishing pension and welfare funds. 1 do not see where it comes 
into this bill; does it 2 

Chairman Barpen. Well, I think, if I may attempt to answer 
that, that the term “small business” is probably a relative term. 

Mr. Nicuoxson. I do not know of any small business, let me say, 
that has a pension or welfare fund. You do not have those things un- 
til you become big or are at least on the verge of becoming big. 

Mr. Wier. If I may, I can report to you, Mr. Nicholson, that firms 
employing as few as 50 have welfare funds. It would hardly work 
with firms of less than 25, but there are firms with as few as 50 
employees, and that is small business these days, machine shops or 
foundries and the like of that. 

In our city we have a number of them that have welfare funds 
with 50 employees. 

Mr. Gwinn. Mr. Chairman, I am glad that Mr. Weir brought that 
out. I have no more questions that I will be able to ask until later. 

I would like to follow this through for just a moment. 
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The only purpose that I can see for the Federal Government to 
require reports or filing of any kind is for the purpose of ascertain- 
ing, first, whether or not there are any irregularities, and, second, 
whether or not there are reasonable possibilities of the employer or 
the employees fund being able to meet its obligations. That is where 
we get into trouble on filing. 

Under our present scheme of things, should the small business, the 
business in the group of 25 to 50 employees, let us say, be expected to 
do any more than to say to the employees of that business, “I am 
going to do the best I can to meet these obligations year by year, 
We are going to strengthen ourselves, but I cannot invest surpluses 
in Government bonds and set aside adequate reserves like the big 
companies can, and we have just got to go along, employers and em- 
ployees, as a kind of association, to do the best we c an, and we ought 
not to be compelled to file reports that show that we are not doing 

very well. If we are compelled to do so, we are not going to be able 
to stay in the game without embarrassment.’ 

Is that not the inevitable c onsequence of this thing ? 

Mr. Currre. I think you have expressed it very well, sir. I do not 
want to spend your time on the discussion of large versus small 
business. I do not think that is the subject before this committee, 
but I would make this comment: that the development of this type 
of plan did start with relatively large companies, because in the 
small companies the owner and the workers see each other every day 
and the protection of the worker can be a matter of individual judg- 
ment. As an organization grows in size, in order to be fair it is nee- 
essary to establish rules, set up guideposts, just the same as in a 
family you do not have a whole series of rules or budget controls 
unless you are a most unusual family, but, just jumping from the 
smallest to the largest unit, when you get to Government you have 
to have a lot of rules. Congress has to pass appropriations. 

Then there are protections as to how the money can be distributed 
and who is authorized to sign checks. You go from one extreme to 
the other. 

Just as you pointed out, with a small concern where everybody 
knows everybody, if somebody gets into difficulty the boss does some- 
thing to help him out. That cannot happen with a very large organi- 
zation just because of the size and complexity of the problems that are 
raised by having many employees, so that you have certain rules and, 
as you have suggested, these plans started with the large companies 
but they have spread down to smaller and smaller groups. 

There are many thousands of plans, — pension and welfare plans. 
There have been various estimates. I do not know whether it is 
100,000 or 500,000, but it is somewhere in that zone as to the number 
of plans in existence. It is obvious that they are not all General 
Motors or General Electric or A. T. & T. There are not that many 
large companies in the country. 

There must be a great many relatively small companies that have 
seen fit to establish plans, so that there is a twilight zone in here and 
you cannot draw a sharp line and say that this is one thing and this 
is something else. 

Mr. ZetenkKo. Will the gentleman yield ? 

One of the problems which has concerned us and which has, I think, 
been running through the discussion in the informative matters which 
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you and others have brought to us, is the question of balance, con- 
venience, ability to set forth proper reports, the cost of doing those 
things as against the fiduciary relationship that exists in many of 
these plans and the protection of the funds. We have the question of 
balancing one of those things against the other. 

Now, one of the reasons we are here, of course, is that from what 
we have heard and read in the press and what has transpired, we see 
that there have been violations of these fiduciary relationships, there 
has been laxity on the part of labor in some instances, or of employers 
in others which I have heard set forth by the witnesses, and there is a 
question of delicate balancing to do the greater good for the greater 
number. 

I would like your thoughts, sir, on whether you feel that there is an 
area where something should be done regardless of cost, to protect 
these funds. Sometimes we do spend a great deal of money for medi- 
cine to keep well. We donot know whether the medicine is keeping us 
well or not, but we hope that it is. Maybe it is expensive. 

I would like to get your thought, in substance as to whether you feel 
that, regardless of the way it works out, something in the way of a law 
as to disclosure, or some kind of legislation is needed for the protection 
of these funds, and I have not used the word “regulation,” something 
which I think transcends the question of convenience or cost. I would 
like your reaction to that. 

Mr. Cuirre. I am very glad to comment on that, Mr. Zelenko. 

I think it is important to bear in mind that, regardless of what the 
law says or what a potential Jaw says, when a report comes into a gov- 
ernment agency, State or Federal, it is not going to have stamped 
across it “We have been guilty of doing things that we shouldn’t do.” 
The report is going to require careful analysis if anybody is to get 
anything out of it. 

In other words, it seems to me that, as you consider any specific bill, 
the test of each provision in that bill is, would this do anything to re- 
veal or prevent the abuses that have come to our attention ? 

Now, you can write a law, or the administrator of that law can 
adopt regulations, that call for pages and pages of fine print and lots 
of figures and so on and so forth, but there are only a very few things 
that would contribute at all toward the revealing of these malprac- 
tices, and I would like to comment on those if I may in just a moment, 
sir. 

Mr. Zetenxo. Thank you. 

Mr. Gwinn. I have no further questions. 

Chairman Barpen. You may proceed. 

Mr. Currre. I would like to point out that there is a fundamental 
reason for the difficulties that have arisen and that have shown up in 
these hearings before your committee and the Senate committee. It 
is not because they are plans that are operated under Taft-Hartley, but 
the great majority of plans in the country, thousands of them, are 
plans that are operated solely by the employer, where he is spending 
his own money and where he exercises the same degree of control over 
payment for a benefit that he does over payment of purchase of ma- 
terial or payment of a freight bill, in other words, there is such control 
where the plans are administered by the employer, as 9 out of 10 plans 
are, speaking in proportion to the number of employees covered. 
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The employer throughout his business career has had to develop 
means of control of expenditures. If he did not, he would not stay 
in business very long and there would not be any employees, so far as 
he is concerned. These plans that are operated by the employer are 
plans that have these built-in controls that are similar to the controls 
that the employer has over his other expenditures. 

Well, it is not necessary for Congress to pass a law to say that a 
businessman should not overpay for services, overpay for supplies, 
overpay for anything else that he purchases. The fudamentals of 
economics take care of that. If he overpays in any of these fields he 
very quickly finds himself out of business, so that that is handled 
very nicely. 

Therefore, the employers have established controls so that the money 
gets to the proper destination and so that they get a value received, 
whether it be in the purchase of an automobile, a truck, a 1 payment for 
freight, the buying of raw materials, or the meeting of a payroll. 
Those plans just do not call for Federal or State regulation of the 
expenditure. There is no need for it. 

If you included those plans in anything that is passed, you would 
just be adding to the pile of papers that would come floating into 
whatever Government agency administers them. You would have the 
clerks, the analysts of that agency looking at 10 pieces of paper with- 
out any sense of finding anything wrong, rather than concentrating 
their attention on the areas where there is not the same built-in, nat- 
ural control, so that is the reason that we have taken the position 
mentioned. 

I mentioned it 2 years ago when I was before Senator Douglas’ 
committee, and we have repeated it since then. The position is ‘that 
the thing to do is to focus attention on the areas where there is not 
that automatic built-in control, and, therefore, where there is the 
greatest probability of something going wrong. You hunt for trouble 
where you know trouble has occurred. You don’t spend your time 
hunting for it where there has been no evidence of it. 

Part of the legislative program that has been discussed by various 
bills is in the investment field. I did not have the privilege of hearing 
Mr. Tyson yesterday, but I believe he spent quite a little time t: alking 
about investment problems, and from I have gathered I find myself 
pretty much in agreement with what he said. 

It is not a field where you can operate to the best advantage of the 
employees by having every transaction public property. The plans 
of necessity are competitive in their operations, as all buying and 
selling of securities is necessarily. There is a wide market. There 
is a matter of judgment of those administering the plans, and that 
judgment is best exercised by plans that are not required to publish 
details of their individual buying and selling operations. There is a 
lot more to that story, but I think I had better pass on from that, 
unless there are questions or unless you wish to come back to it later. 

In some of the bills and in some of the arguments, it has been said 
that there ought to be this wide disclosure of these operations because 
“this is part of the employees’ compensation.” That, of course, is 
completely unsound for several reasons. 

The most obvious reason is that no employee wants to have this 
payment regarded as part of his taxable compensation. 
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The second thing is that the payments to these funds do not belong 
to any one employee. He has to qualify by being sick or in the hos- 
may or what have you, in accordance with the terms of the plan, be- 

ore he has any claim on any of the dollars that go into this reserve 
that is set aside to protect him in case he happens to become sick, 
and, even as to the group of employees as a whole, the group does not 
have any right to these funds until they have satisfied this additional 
condition, whether it be old age or sic kness or hospitalization, and so 
on, so that I think it is rather ridiculous to say that it is part of the 
employee’s compensation as to any one employee. 

It comes out of the employer's operations, just the same as actual 
compensation does, but so do many other things. Practically every 
payment that an employer makes ‘other than his div idend disburse- 
ments is an amount that is deductible from his income in figuring his 
Federal tax. Yet the Federal Government does not see fit to require 
an employer to file a report every time he buys some raw material. 
However, that is a deduction from his taxable income. It is verified 
at the time the tax return is examined. 

Mr. Wier. Mr. Chairman. 

Chairman Barpen. Mr. Wier. 

Mr. Wier. Do you have collective bargaining in your own firm? 

Mr. Cuirre. Yes, sir. 

Mr. Wier. Welfare funds originate in the very beginning at the 
bargaining table with the demands of the union or its proposed 
agreement for so much income per hour, per week, or per day, an in- 
crease. Now, since welfare came into the re. from the very 
beginning, human nature being as it is, each union now adopts a policy 
that. men who have families have more protection—more security- 
so they become receptive. 

I am one of those who has not fallen head over heels on this idea of 
protection so that sometimes in collective bargaining I have said, “I 
would rather have mine today than sometime later when I cannot take 
it with me.” 

I think I said to Mr. Tyson yesterday that the union in the process 
of collective bargaining asks in its original request for 22 cents an 
hour. Then it goes on to cite welfare funds, if there are none, or im- 
provements if they are established in the contract. The final result 
in most. of these collective bargaining agreements, when they are 
finally arrived at, is that the employer has said, “We can afford 22 
cents but we cannot afford all of the fringe benefits that you have in 
this proposed request of yours. We think that we can afford to set 
aside 22 cents and give you that in pay without the fringe benefits, or 
we will arrive at a pl in where 4 cents of the 22 cents will be set aside 
for welfare funds.” 

Now, I have to accept that as part of nia earnings of that employee; 
no matter how you want to interpret it, he is transferring 4 cents of 
his proposed income to be set aside vad for welfare, is he not? 

I know what you mean when you say, “How about the i income tax 
on that 4 cents,” but it is a fact that he has a vested interest in that 4 
cents, has he not, period ? 

Mr. Cure. Question mark. 

Mr. Wier. That wasastatement. That is my positive position. 

Mr. Grirrin. Will the gentleman yield? 


Mr. Wier. Yes. 
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Mr. Grirrin. I would like to make this point. 

If the employer has agreed to provide certain benefits, and those 
benefits are being provided, are we interested now in providing ma- 
terial for collective bargaining ¢ 

Mr. Wier. No. 

Mr. Grirrin. You have two principles here. Are you interested in 
this for the purpose of collective bargaining, or is it because somebody 
is stealing? If nobody is stealing, Ll think this gentleman has made 
a good point, which has been made over and over again, although in 
my mind I think he has proved too much and gone too far. I think 
that where an employer has a level-of-benefits program and is sup- 
posed to provide certain benefits and is providing those benefits, there 
are, as you say, built-in reasons why he is not going to throw that 
money away. ‘There is no question about that, but 1 do not go as far 
as you do and say that the employee has, therefore, no interest in it. 
I think he has a lot of interest in it and | think it is part of his com- 
pensation. That is where we differ. 

Mr. Currre. I think that perhaps it is a matter of semantics, Mr. 
Chairman. 

Mr. Grirrin. I do not think that we are here, or at least I am not 
here, today to pass legislation to provide unions with matter to be 
used in collective bargaining. 

Mr. Currre. I think I can tie together the remarks made by the 
previous speakers. 

Speaking for my company, we had a pension plan and an insurance 
plan and a lot of things before we had any collective bargaining. In 
other words, the employer had decided to provide certain things be- 
fore they were the subject of discussion. 

The second point which is important is that the employer does many 
things that are for the benefit of the employee that are not part of 
his compensation as ordinarily discussed. ‘The working conditions 
that are provided, the lights, the heat, the safety appliances, a long 
list of things are for the benefit of the employee, either singly or as 
a group. 

Mr. Wier. Can I interrupt to say that there again I disagree with 
you. They are for better production. 

Mr. Currre. Better production is a result of good working con- 
ditions. ; 

Mr. Wier. Sometimes it has been difficult to sell the idea to an 
employer that there are improvements that he can make that will 
make possible greater production in his plant. 

Mr. Currre. Obviously better production is to the mutual advantage 
of employer and employee. There may be questions of judgment as 
to when that is going to be the result of a proposed action. That is 
a matter of education, as you point out. 

Mr. Kearns. Mr. Chairman. 

Chairman Barven. Mr. Kearns. 

Mr. Kearns. At this point I would like to inject the statement here 
that I think you forgot to mention the third estate of power, which 
is our great national and international unions, as well as business and 
Government. I think that in the future, the pension plans are going 
to become more and more a part of income of the men employed, foe 
this reason: that I do not think the economy of this country is going 
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to stand very much longer where every time there is a pay increase 
granted, industry adds that much more to the price of their product 
and the consumer has to pay for it, as in steel and all your fabricators; 
and, as these men pay into their pension funds, that in the future is 
probably going to be one of the only sources of increase in salaries be- 
cause we cannot go on with this spiral of increase in wages, then 
putting the money in the price of the product with the consumer 
paying for it. We have to stop some place on this, and the pension 
funds are going to become more and more a part of income, so that sick 
leave and retirement are going to become more tangible rather than 
something that is just in the offing. 

For that reason, possibly there must be more direct and strict curbs 
upon the accounting of it. 

Mr. Cuirre. May I just supplement your comment by pointing out 
that whatever goes into any of these benefit plans becomes a cost 
to the employer, and therefore does have an effect on the prices that 
he has to charge if he is to stay in business. 

Mr. Kearns. That is right. 

Mr. Cuirre. So that there is no easy solution as to how you divide 
the sales dollar. It is a question of changing opinion over the years 
as to how much of it should be the bird in the hand and how much 
of it should be held out to take care of the employee or his dependents 
in time of need later on. 

Mr. Hoxtuanp. That can always be applied to the profit dollar. 

Mr. Cuirre. Exactly. 

he Hoitanp. I do not think that the spiral is all on wages. 

 Cuurre. Well, it is obviously true that it is only from the profit 
dolla ar in one way or another that a company can grow and give more 
meee ment. Either the profits have to be plowed back or they have 
to be distributed so that new capital can be attracted when the com- 
pany wants to expand, when there i 1s the opportunity to put up new 
buildings and have larger sales and give more employment. 

Mr. Houzanp. As to the use of the tools, you people put in the 
money and the employee must make the profit dollar worth while, 
because you are hiring out the tools to him to use to keep our profit 
system going. 

Mr. Cuirre. That is right. 

Mr. Houtanp. I will send you my report for this month. I have 
quite a large column there on the profit dollar. 

Mr. Kearns. Will the gentleman yield ? 

I appreciate what you are saying, but the consumer is getting 
mighty tired of this, regardless of whether it is out of the profit dollar 
or wage increases. 

Mr. Houianp. Of course, we are not talking about spirals, but, for 
your information, at the present time we are in an unsound economy 
because there is an artificial inflation in the country not based on 
supply and demand. 

Chairman Barpen. May I inject this thought. It is a short defini- 
tion of it which may be apropos. 

Last summer I stopped at an oyster place operated by this man 
who collected his own oysters, opened them, and so forth. I asked 
him if he had some oysters to sell and say, “What are they worth?” 
He said, “$5 a gallon.’ * T said, “Heavens above. I have bought many a 
gallon for a dollar.’ > He said, “I have sold many a gallon for a dollar. 
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Then it took 4 gallons of oysters to buy me a pair of shoes, and they 
were good shoes.” He stuck his foot up and said, “Do you see those?” 
I said, “Yes.” He said, “It took 4 gallons of oysters to buy them, 
and that was $20.” 

I think it is that simple. If you want to pay $40 for a pair of shoes, 
as the gentleman says, we are on the road. 

Mr. Houianp. I worked for the witness’ concern in 1913 and got 
1214 cents an hour. 

Chairman Barpen. You were doing well. 

Mr. Currre. Because we have indicated that any legislation that is 
passed by the Congress seems to us to be legislation that ought to be 
concentrated in relation to these section 302 plans, I would like to 
point out, as I have in my formal statement, some of the things that 
are important to put in that legislation if you decide to pass any 
legislation. 

Mr. Wier. Which do you favor? 

Mr. Currre. Certainly, so far as our position is concerned, we see 
no need for Federal legislation. There are arguments for it. I have 
to recognize that. There are differences of opinion as to the wisdom 
of doing it. 

Mr. Hotianp. Would you favor State legislation ? 

Mr. Curre. Yes; and [ have been happy to see that several States 
have enacted legislation. 

Mr. Hotuanp. Why did the Pennsylvania Chamber of Commerce 
have the bill that was to control this problem in Pennsylvania re- 
turned to committee and killed? 

Mr. Cuirrs. I was not part of that discussion but I think, sir, that 
it was simply this: 

The Pennsylvania Legislature had not been active in relation to 
this problem. It was a problem that they had seen only at a distance, 
if you please. They had not made an investigation to convince them- 
selves that there was need for this kind of legislation, and they think 
that it ought to be carefully drawn. They do not wish to have poorly 
drawn legislation that is merely a bunch of words, without being 
effective in dealing with the problem. 

I would not be at all surprised, sir, if in the next session of the 
legislature they would take a different position. 

Mr. Hotxianp. I have to differ with you because I was a member of 
the State senate. 

I think you know who Senator Kessler is. He had been strong in 
the manufacturers association, and was also in industrial relations for 
the Armstrong Cork Co. He was one of their officials. He introduced 
the bill in 1951 and in 1953. At that time, for your information, the 
labor movement opposed it. After a selling job done on the labor 
unions of Pennsylvania on this bill, they agreed to go along with it. 
Two Republicans introduced it in the house. It was about 
ready to be passed when the Pennsylvania Chamber of Commerce be- 
came very much alarmed and sent out anS OS. 

[ checked on this last night by calling the men who had sponsored 
the bill to make sure that I was right. 

The Pennsylvania Chamber of Commerce came in and got the bill 
back into committee and opposed it. Why would they change their 
minds, supporting it in 1951 and 1953, and in 1955 absolutely oppose 
a bill which in 1951 and 1953 they had favored ? 
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Mr. Cure. It might be for a similar reason that the labor organiza- 
tion changed its point of view. There may have been a difference in 
the bill, there may have been a difference in the circumstances under 
which it was being sponsored. They may have felt that it was not 
a bill that would do, as I indicated, much in helping to solve this 
problem. 

The mere fact that there is a bill on the subject does not help to 
solve the problem. 

Mr. Hotianp. I do not think it is fair for the United States Cham- 
ber of Commerce to come before the Congress of the United States 
year after year and say that these problems should be solved in the 
States, and then go back to the States and oppose the solution to a 
problem which they suggested to the Congress should be a State 
problem. 

Mr. Cutrre. May I state, Mr. Chairman, that personally I was 
delighted to see one State after another adopt legislation in this area. 
I think it is highly probable that many States will follow the ex: umple 
of the States that have already acted, and I think that Pennsylvania 
will be one of them. 

Mr. Wier. We had some experience similar to this in Minnesota. 
We got the bill through the House. The main controversy in all of 
the State legislatures, as demonstrated in the States that have passed 
the act, is that there is disagreemen between your organization and 
those organizations that represent labor over one thing: If we are 
going to have disclosure, let us have disclosure of all “welfare and 
pension plans, not those in which the union is a part of the bargaining 
as in the committee setup. That is satisfactory to you. But, when 
we go further than that and include other types, trust funds and so 
forth, then you object. 

Is that right ? 

Mr. Cure. I think that that is perfectly accurate as a statement, 
as I got your remarks, and it is not because labor is involved in one 
plan and not in another. That is not the basis of the decision at all. 

It is the fact that this is an area where there has been revealed a 
substantial amount of wrong-doing, to use an inclusive term. 

Mr. Hoxizianp. Percentagewise, how bad is the wrongdoing ? 

You say we have 500,000 plans. It is only a few that have been 
shown to have wrong-doing. I am not defending them. I believe 
in putting them in jail fast. There are only a few. 

We do not know in a number of cases how these funds are being 
used, and the investments could be used in the manipulation of the 
market. I have been a manufacturer myself and I know that we do 
a little aera ourselves along those lines occasionally to change 
stocks back and forth. 

Mr. Cuirre. Well, let me point out this situation, and I am to a cer- 
tain extent repeating what I said to the Senate committee a month ago. 
Tt has been established by the investigation of these two Houses that 
there is a bad situation in this one type of plan. Therefore, if you are go- 
ing to enact legislation, you deal with the problem that you know ex- 
ists, but I also said to the Senate committee that you should carry 
forward your investigation, testing the other types of plans, those 
that are administered ‘by the employers exclusively, those that are ams 
ministered by the unions exclusively, test them. and if you find ¢ 
similar situation, then corrective action must be taken. 
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Mr. Hotianp. You do the same as Steel, do you not, in handling 
your funds? 

In other words, you are the administrator of the fund? 

Mr. Curre. That is right. 

Chairman Barpen. May I say, just as a member of the committee, 
that I do not think we are getting anywhere to just attempt to lay 
the blame, whether it be in labor or management. We have a prob- 
lem. It does not make any difference about the blame at the present 
time. 

It is, in my opinion, sufficient to command the best thinking of all 
groups. I happen to be one who believes that we should have the 
point of view of labor and we should have the point of view of man- 
agement and we should have the point of view of the United States 
Chamber of Commerce, of the gentleman from Pennsylvania, the 


gentleman from Minnesota, from North Carolina, and from every- 


where else. 

It has been my observation over 20 years in Congress that Congress 
can make enough mistakes even when it has all av ailable information 
possible to get. Now, of course, we do not like what has been going 
on. 

Mr. Cuirre. None of us does. 

Chairman Barpen. Americans just do not like that kind of busi- 
ness. Yet, we could turn it around, and no one on earth would make 
me believe that in every instance where it has taken place the local 
union did not know about it and that some of them did not partic ipate 
in it. There were also some monkeys from the insurance companies 
involved in it. There were no doubt some from management involved 
in it, so that there is no point in everybody going around and saying, 
“You smell as bad as I do.” You are not getting anywhere there. 

Mr. Hotzianp. I agree 100 percent. I do not think this is a case of 
either one blaming the other person for the evils. 

I personally believe that what should be done here is that, instead 
of us spending wee ‘ks in hearings, the chaimber of commerce and the 
manufacturers association and labor should have a group sit around 
the table to see what they can do to solve this problem. I think they 
could make much better progress by seeing that they are all a part of 
this and have responsibility in it. 

Chairman Barpen. Will the gentleman agree with me that we have 
enough problems in trying to see if we can “safe ‘ly and cautiously ap- 
proach the solution w here the problem exists and where we have found 
a bad situation, without attempting to reach out and take in a tre- 
mendous area that never has shown anything bad? 

If my house catches fire, I want the firemen to put the water on the 
fire and not go out to my garage to see if next year it is going to catch 
fire, or go up to the other ‘end of the house and begin to write a re port 
on the possibility of a fire occurring next year. I want water on the 
fire where it is. 

Mr. Hotianp. Mr. Chairman, do you not think that the parties to 
this problem might find it more advantageous to discuss it among 
themselves / 

In other words, I think that most of these offenses occurred in the 
Laundry Workers Union. 

Chairman Barpen. I will not belabor the point, but you speak of, 
say, the United States Chamber of Commerce and the Rotary C lub 
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or something else that some particular person does not like, using a 
collective term so that we can call them all so-and-so’s at once. I do 
not approve of that. 

The United States Chamber of Commerce is made up of business- 
men all over the country, some of them kin to you and some kin to me, 
You may be a member yourself. 

Mr. Horiuanp. I am a director of the South Side Chamber of Com- 
merce. 

Chairman Barpen. Why do you not sit down and solve the 
problem ? 

Mr. Hoxtianp. I have made suggestions and we have solved prob- 
lems in that group. I think it isa ‘problem of all the industry as well 
as the labor part of it. 

Chairman Barpven. Your problem is to see what is the wise and cau- 
tious thing to do about it. I do not find too much quarrel with the 
gentleman's philosophy about letting the folks closest to the problem 
have something to do with solving it. 

I have long : ago abandoned the idea that all remedies are thought 
up and provided and administered properly, cautiously, and wisely 
within the District of Columbia. 

Mr. Hotianp. I agree with you, even as to the State legislators. 

Mr. Currre. Mr. Chairman, I would like to say that in the last 
couple of brief speeches that you have made, you have put into a few 
words exactly my feelings. When you have a problem, you work 
where the problem is. If another problem comes up later on, if your 
garage catches fires next year, then next year you want the firemen 
to put the water on the garage and not on the house. 

I would like to say that in my formal statement I have indicated 
one thing that I believe would do more to throw up the red flag and 
point out problems and misactions than any other one bit of informa- 
tion that you could call for or that the States could call for. This would 
apply whether the legislation is Federal or State. 

On page 18, I ask that, if a report is to be submitted, it should show 
the top 10 salaries paid by the organization individually; and, simi- 
larly, it should show the amount of fees, commissions, et cetera, paid 
down to the point of the 10th salary payment. Now, if you do that, or 
if the State does that, and that information, of course, is certified by 
public accountants and made available, you will get at a very high 
proportion of these abuses. It will not take care of the fact that the 
top man puts his cousin or wife on the payroll at a normal salary rate. 
That is not where the major abuses have occurred. It is where the 
individuals who have been running the plan, whatever their other 
affiliations may be, have taken excessive amounts for themselves and, 
if the amount they have taken becomes public property, becomes known 
in the community where they are operating, there will be a degree of 
self-correction that you will never get by form 347 filed in quadrupli- 
cate. 

Time runs on. I think we have discussed a good bit of this idea of 
Federal agencies. If you are going to have a Federal agency, the 
Internal Revenue Service already gets a lot of information from every 
one of these companies. Cert tainly Internal Revenue is the best 
qualified of the Federal agencies to deal with this kind of financial 
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Chairman Barven. I wonder if you would care to express your opin- 
ion on this point. L happen to be slightly conservative. I believe in 
State government and I believe the States are in excellent position 
still to function as we have alws ays known the States traditionally to 
function. 

Recently the Supreme Court came up with a decision that is gener- 
ally referred to as the doctrine of preemption. I graduated from law 
school and studied law and practiced law for about 20 years and made 
a living at it and so forth, but I do not understand the doctrine of 
preemption and I do not understand its authors quite often. 

However, I am not so sure that they did not set in motion something 
that should be dise iplined i initsinfancy. It had a very, very deterring 
effect on the States passing the kind of legislation that Washington, 
New York, California, Connecticut, or Wisconsin passed. Many of 
them are reluctant to go into this field because they are afraid that they 
will get set up and begin to operate and then be cut down by the 
Supreme Court saying, “You do not belong in this field,” so that Iam a 
little inclined to say that the prospects are that it will take the 
Congress quite a long time to get to any type of solution that would 

satisfy a majority. 

And perhaps we could, without doing any injury to anyone, pass a 
resolution which would in effect say to the States, “You have the 
green light. Tend to your own business.” 

I wonder if you would agree with that reasoning? 

Mr. Cuirre. Mr. C hairman, I wish that we could reverse positions 
because, if you were sitting here, you would be saying exactly what 
has been on my mind, and you are saying it better than I have said it. 

May I read the summary that I have at the end of this statement ? 
I just have two points that summarize the whole thing. I would like 
to see whether this is just what you have in mind. 

First, we believe that State legislation should be encouraged to 
remedy abuses. 

Two, we believe that we should be selective in our approach and 
not hurried into the shotgun treatment. 

We had better take care of the bad situations first and, if we find 
some more, that is next year’s business. 

Three, we believe that the abuses have been revealed only in the 
jointly administered funds, covered by Taft-Hartley, section 302, 
which are generally financed on a fixed cost, cents-per-hour basis, not 
on a level-of-benefits basis. Criteria for cover age should be set 
accordingly. 

You define the area of your problem. 

Four, we question the need to have registration and disclosure to 
a Federal agency, but if Congress in its judgment decides that such a 

requirement is necessary, we favor use of the Internal Revenue Service 
for this purpose. We believe designation of it would avoid duplica- 
tion and waste. 

Five, it should be clearly understood that any legislation designed 
to prevent abuse in the operation and administration of employee 
benefit plans or funds will not cure the even more fundamental and 
urgent problem of mismanagement of union powers and internal 
funds—a subject under other active consideration though not involved 
in this hearing. 
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I think we are right together in seeing the problem and seeing this 
next step that needs to be taken, Mr. Chairman. 

Chairman Barven. I am interested to hear you say that. I do not 
believe that I have encountered anyone who disagreed with that point 
of view to the extent that they would give any reasons as to why it 
should not be done. I did want to approach it cautiously, though, 
because I believe there is a lot of information that I do not have 
myself. 

‘I just do not like this business of the Government wanting to dabble 
in everybody’s business more and more and more. If we preempt 
every field to the Federal Government in which the Federal Govern- 
ment is now operating, that will be it because the Federal Govern- 
ment is in everything I can think of. You would not have to expand 
that philosophy very much. 

I look a little bit further. I do not think that everyone with Com- 
munist ideas goes around with a hammer and sickle printed on his 
forehead. They just do not walk around with them on their fore- 
heads, and I think that if we carry this business of requiring reports 
to a further point, we are going to begin to shake apart our very sys- 
tem of private, competitive business in this countr y which has made 
it great. 

The Heinz Co., for instance, does not give all of its business secrets 
and formulas and so forth to its competitors. If you did, Heinz would 
not be as big a business as it is now. Therefore, I think that there is a 
very definite danger of our trying to play the part of superbusinessmen 
by writing out all of this prescription, and we would not have sense 
enough to fill it if it were given to us. 

The other day I invited Mr. Lewis to join my group. He did not 
give me any definite answer, but he agreed with me that there was 
more danger of overlegisl: ating than there is in underlegislating. 

I would like to repeat what was said on the floor one day by Clifton 
Woodrum of Virginia, who was one of the greatest members of the 
party. Someone was pressing him for not passing a certain piece of 
legislation, and he said that he had never known the United States of 
America to be seriously injured by a piece of legislation that didn’t 
pass. A little of that stuck with me. 

Excuse me for talking so much. 

Mr. Cure. That is quite all right, sir. 

Chairman Barven. I wanted your view on the question of given 
the States the green light. Maybe one State will make a mistake. 
They cannot make any bigger mistakes than we can make here. I 
will guarantee you that. 

Mr. Cure. Mr. Chairman, you have just mentioned the name of 
Mr. Lewis, and you suggested the idea that there ought to be sitting 
down around the table of labor and man: agement and so on. 

I would like to say that I read the transcript of the hearing where 
Mr. Lewis testified here, and I thought that basically he and I saw 
eye-to-eye on the problem and would like to say that, as a businessman, 
I was delighted to have him express philosophies of government and 
labor relations that are exactly what I feel are the right way of tack- 
ling these problems. 

I hope that no one will say that I endorsed all that he said about 
the United Mine Workers. There might be room for difference of 
opinion on some of those things, but certainly on the basic discussion 
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of the issue, I think there was a great deal of merit in what he pre- 
sented to your committee, sir. 

Mr. Wier. You will have to agree, though, that his is an isolated 
arrangement. 

Mr. Hotianp. It is based on sales. 

Mr. Wier. There is not only the aspect of sales, but the setup is 
different. 

Mr. Cuirre. Mr. Chairman, I have finished the material that I 
planned to present. If there are further questions, I would be glad 
to have them, because it is only by this kind of give-and-take discus- 
sion of the various facets that we are going to arrive at the solution. 

Chairman Barpen. Thank you very much, Mr. Cliffe. I am sorry 
that there was not a better attendance, but I hope that you under- 
stand. 

Mr. Holt. 

Mr. Horr. Mr. Cliffe, I would like to compliment you on a good 
statement. I think it gave a lot of food for thought and was well 
thought out. 

I think that caution is properly recommended at this time. I, for 
one, want to go into very thoroughly your recommendation of the 
Internal Revenue Service. The Justice Department has taken action 
on some cases also into which this committee should look. 

I wish that all of the statements of the chamber of commerce were 
as well thought out as this statement. I find myself in disagreement 
with a large - part of the chamber’s utterances, and I want to compli- 
ment you ‘for presenting here a very sensible, forthright statement. 
I hope. that you will look into some of their other problems when 
they give forth with statements which are of more damage than 
assistance to causes in which Iam interested. 

I want to thank you for coming. 

Mr. Currre. Thank you very much, Mr. Holt. I appreciate that. 

Chairman Barpen. I will say that I have alerted the Department of 
Justice and the Internal Revenue Service. I understand that the top 
personnel of the Department of Justice are in Europe. I am con- 
fronted with an attendance problem, and I just simply do not know 
how to meet that. There is not any way for me to combat that, but 
I do say that, when we do get into that, it will certainly have a lot of 
bearing on my thinking in ‘this matter, and I believe it will influence 
the thinking of the rest of the membership. 

What is troubling me now is when we will have them come. I 
definitely want them before the committee. 

Do you have anything further? 

Mr. Horr. I thank the chairman. I surely hope it will be before 
we adjourn. 

Speaking on this side of the asile, if it is necessary to call some 
some of them back from Europe, I am for that. 

Chairman Barpen. I do not think that it would contribute much 
to the attorney general’s ego to come and see three members here to 
hear him testify. 

Mr. Hotr. I will guarantee a quorum attendance on this side, I 
think. I know that the chairman has a problem in the present days, 
but I think it woul be essential to get their testimony before we leave 
this session. 
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I appreciate the chairman’s comments. 

Chairman Barpen. Thank you again. 

Mr. House. Mr. Chairman, before you close the hearing, I have a 
letter from the Department of Justice and also a supplemental state- 
ment from the deputy superintendent of insurance of the State of 
Washington. Would you like me to introduce them in the record of 
this hearing or hold them for a later hearing? 

Chairman Barpen. Do they contribute anything to the record? 

Mr. House. The letter of the Department of Justice does. It says 
that Mr. Lewis was entirely mistaken as to his statement as to 105 con- 
victions involving employee welfare funds, that there were no convic- 
tions of the type which Mr. Lewis mentioned. There were 3 convic- 
tions involving section 302 of the Taft-Hartley law, but they did not 
involve the handling of welfare funds as such. They involved the 
payment of moneys by an employer to a union representative without 
compliance with section 302. 

Chairman Barpen. Might I suggest that the letter be incorporated 
in the record and I think courtesy might require that we send Mr. 
Lewis a copy of the letter. 

Mr. House. I think also that it should not be incorporated in the 
record silently, but read to the members. 

Shall I defer incorporating it into the record until I have had an 
opportunity to write Mr. Lewis and ask if he has comment? 

Chairman Barpen. You can do that just at this point in the record. 
It will not take you 10 minutes to dictate a letter to Mr. Lewis and 
transmit it. 

Mr. House. I shall. 

Chairman Barven. Do not discuss the matter, but just dictate a let- 
ter of transmittal. 

Thank you, sir. 

(The letter referred to from U.S. Department of Justice follows :) 

UNITED STATES DEPARTMENT OF JUSTICE, 
Washington, D.C., July 24, 1957. 
KENNEDY W. Warp, Esq., 
Assistant General Counsel, Committee on Education and Labor, 
House of Representatives, Washington, D.C. 

Dear Mr. Warp: In reply to your letter, dated July 15, 1957, requesting infor- 
mation concerning the prosecutions referred to by Mr. John L. Lewis when he 
testified before your committee on July 9, 1957, we regret to advise you that 
Mr. Lewis has been misinformed if he meant prosecutions involving employee 
welfare funds. 

The Department of Justice has never claimed or asserted jurisdiction of cases 
involving the embezzlement, misapplication, or conversion of welfare funds for 
employees created under section 302 (c) (5) of the Labor-Management Relations 
Act, for the reason that the statute makes no provision for such an offense, and 
such an embezzlement or conversion is not an offense under any other Federal 
law. It is true that we have investigated several cases involving the misuse of 
employee welfare funds as being violations of the Mail Fraud Act (18 U. 8S. C. 
1341), but in these instances we were unable to develop a case suitable for 
prosecution. 

The position of the Department of Justice with respect to prosecutions for the 
mismanagement of employee welfare funds created under the Labor-Manage- 
ment Act was explained to the Senate Subcommittee on Welfare and Pension 
Funds (of which Senator Douglas was chairman) on July 20, 1955, by Mr. Rex 
A. Collings, Jr., of the Criminal Division of the Department of Justice. You will 
find Mr. Collings’ statement at page 902, of part 3, hearings before the Subcom- 
mittee on Welfare and Pension Funds. 

There have been a number of cases prosecuted for violations of section 302 
and of the Labor-Management Relations Act (29 U. S. C. 186), and a list of con- 
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victions for violations of this section from January 1953, to July 11, 1957, is 
attached. At the latter date 29 defendants indicted for such violations were 
awaiting trial. Of these cases, only three involved employee welfare funds, as 
follows: 

(1) U.S.v. Arroyo. The defendant in this case was found guilty by a jury of 
receiving money from employers whose employees he represented on February 
27, 1957, in the United States District Court at Puerto Rico. Arroyo had nego- 
tiated a collective-bargaining agreement which provided that the employers 
would contribute to a welfare plan for their employees. Arroyo insisted upon 
the employers paying him, as the union agent, the initial contribution of $15,000 
for the fund before the trust was created or the trustees appointed. Arroyo 
received the money and then converted it to his own use. This case is now 
pending on appeal. 

(2) U. 8. v. Gallagher and Charles J. Vokhoun. The defendants in this case 
are the president and counselor of Local No. 52, Painters, Cleaners and Caulkers 
Union, at Chicago. This local is affiliated with the Bricklayers, Masons and 
Plasterers Union of America, AFL-CIO. The defendants are charged with hay- 
ing received from employers whose employees Gallagher represented contribu- 
tions to an employee-welfare fund which was not a trust under joint employer- 
employee management as required by section 302 (c) (5). These defendants 
were indicted at Chicago on October 20, 1955, and preliminary motions attacking 
the validity of the indictment having been ruled upon in the Government’s favor, 
an early trial is expected. 

(3) U. 8. v. Angelo Inciso. This defendant was president of Local No. 286, 
United Industrial Workers of America (formerly United Automobile Workers, 
AFL), and was indicted at Chicago, October 23, 1956, charged with obtaining 
from employers, whose employees he represented, contributions for an employees’ 
welfare fund that was not a trust under joint employer-employee control as 
required by section 302 (c) (5). This case is still pending trial. 

There is also attached a list of convictions for violations of the Hobbs Act 
(18 U. S. C. 1951), from January 1953 to July 11, 1957. On the latter date the 
trials of 35 defendants were pending. 

If we can be of any further assistance to your committee, please let us know. 


Sincerely, 
WARREN OLNEY III, 
Assistant Attorney General, Criminal Division. 
By JoHn J. SCHAUER, Jr., 
Chief, Organized Crime and Racketeering Section, 
Enclosure. 
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(Pursuant to the direction of the chairman, the following letters, 
prepared statements, etc., are submitted for the printed record :) 


STATEMENT BY EArt W. JIMERSON AND Patrick EP. GorMAN, PRESIDENT AND SECRE- 
TARY-TREASURER, AMALGAMATED MEAT CUTTERS AND BUTCHER WORKMEN OF 
NortH AMerica, AFL-CIO 


Our names are Earl W. Jimerson and Patrick E. Gorman. We are the two 
international executive officers—that is, president and secretary-treasurer of 
the Amalgamated Meat Cutters and Butcher Workmen of North America, 
AFL-CIO. 

The AMCBW is a labor union with 350,000 members organized in more than 
500 local unions throughout the United States and Canada. The AMCBW and 
its locals have contracts with thousands of employers in the meat, retail, poultry, 
egg, canning, leather, fish processing and fur industries. 

We are grateful for the opportunity to present the views of the AMCBW on 
this vital legislation. Our union believes that a law for the registration, report- 
ing and disclosure of health, welfare, and pension funds is long overdue. 

On May 26, the AMCBW international executive board, at a meeting in New 
York, considered the progress of welfare fund disclosure legislation. It unani- 
mously approved the following statement as the position of our union: 

“The Amalgamated Meat Cutters and Butcher Workmen of North America, 
AFL-CIO, urges Congress to enact legislation providing public disclosure and 
accounting of funds in health, welfare, and pension programs. 

We specifically support S. 1122, introduced in Congress by Senator Paul 
Douglas of Illinois, and its companion bills in the House of Representatives, con- 
cerning disclosure of activities of all health, welfare, and pension funds, both 
management and union administered. This measure is the strictest of any 
legislation now before Congress for this purpose. Our union will continue to 
work for the enactment of 8S. 1122, and its companion bills in the House of 
Representatives. But we urge that the Labor Department, rather than the 
Securities and Exchange Commission (as now proposed in §S. 1122 and its com- 
panion bills in the House of Representatives), be made responsible for the 
administration of the disclosure law. 

“We believe such legislation will benefit labor unions, as well as the entire 
Nation. The disclosures will prove what labor has maintained for so long—that 
dishonesty is extremely rare among union-administered funds. We want this 
legislation because it will dissipate the cloud of suspicion, which some have 
attempted to cast on these funds and labor. 

“We note that the National Association of Manufacturers is against S. 1122 
because the bill would force accountings from management-administered funds. 
It is ironie that the NAM, which is crying so loudly for disclosure legislation 
for union-administered funds, is in violent opposition to scrutiny of management- 
administered ones. ‘This is fitting testimony to the sanctimonious hypocrisy of 
the NAM and other organized employer groups.” 

In short, our union believes that it is in the public interest and in labor’s 
interest that a public accounting of these funds should be made periodically. 
This is the best safeguard against mismanagement and dishonesty. 

A registration, reporting and disclosure law will protect the millions of men 
and women covered by health and welfare and pension funds. It will also 
protect the thousands of administrators of these funds, who manage them ably 
and honestly, for disclosure will provide positive proof of their efficient and 
above-board operation. 

We are shocked, Mr. Chairman, by the hypocrisy of organized management, 
which seeks to avoid public scrutiny of management-administered welfare 
funds. President George Meany has given four examples of unethical and even 
corrupt practices in the administration of such funds. There are, undoubtedly, 
many more examples. 

It is rather strange that at the first instance when organized management 
bas a chance to do something concrete about corruption, it spurns the oppor- 
tunity with disdain. Apparently, corruption and crookedness within manage- 
ment does not bring concern to the gentlemen of the National Association of Man- 
ufacturers, chambers of commerce, and other organized management groups. 

As stated in our executive board’s statement, our union believes that both 
union-administered, jointly administered, and management-administered funds 
should come under the disclosure legislation. In our opinion, H. R. 487, by 
Representative Thompson, and H. R. 4653, by Representative Green, are the best 
bills for that purpose. 
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We are pleased to see that the Eisenhower administration, too, now approved 
the basic principles of these bills. The differences between the views of the 
administration and organized labor on this subject have greatly narrowed. 
There should be little difficulty in ironing out the remaining differences between 
H. R. 487 and the administration view, as represented in H. R. 7802 and H. R. 
7960. 

We share with the AFL-CIO the belief in the need for amendments to H. R. 
7802 and we wish to endorse the request for amendments made by an AFL-—CLO 
spokesman to this committee. These desired changes are the inclusion of pro- 
visions (1) stating minimum specifications required to be reported to the Secre- 
tary, under section 104 (c); (2) amplifying the disclosure provision in section 
106 (b), so that it is clear that interested parties can have access to the full 
report; and (3) establishing an advisory council as an aid to the administration 
of the act. 

We favor H. R. 487 and H. R. 4653, but if the amendments above are added 
to H. R. 7802, it will differ only in language from these two bills. 

We strongly urge the committee to approve speedily such meaningful and 
realistic legislation for the registration, reporting, and disclosure of health, 
welfare, and pension funds. 


NEW York, N. Y., July 25, 1957. 
Hon. GRAHAM A. BARDEN, 
Chairman, House Committee on Education and Labor, 
House Office Building, Washington, D. C.: 


I have today sent the following telegram to Senator Irving M. Ives and 
Representative Peter Frelinghuysen, the sponsors, respectively, of S. 2175 and 
H. R. 7802, identical bills now pending before the Congress. These bills would 
require professional independent audits of employee benefit and welfare funds. 

“After careful study of 8S. 2175 and H. R. 7802, identical bills, which you are 
sponsoring in the Senate and House, respectively, the American Institute of 
Certified Public Accountants wishes to go on record as supporting the principle 
of this proposed legislation. In the judgment of the institute the objectives 
of these bills are clearly in the broad public interest. 

“The half-million employee welfare and pension benefit plans in existence 
today constitute for more than 75 million Americans—nearly half of our 
entire population—a protection against the misfortunes of life and the un- 
certainties of advanced age. They offer security and peace of mind and thus 
help to minimize the risks that were once thought to be the price of opportun- 
ity in a free economy. They encourage economic expansion and human prog- 
ress by making it possible for people to use their present incomes to improve 
living standards without undue concern for their future welfare. They help 
demonstrate that by the wise management of their own social institutions 
people can provide adequately for their needs without excessive dependence 
upon governmental organization. 

“It is entirely likely that the vast majority of existing employee welfare and 
pension funds are being administered responsibly and honestly and that the 
trustees of these funds are conscientious men who have a keen awareness of 
their responsibilities toward the beneficiaries, whether the funds are admin- 
istered by unions, by management, or jointly. But no one really knows how 
well they are being administered. 

“The financial resources of these funds have become so large, and the number 
of direct and collateral beneficiaries so vast that uniformly high standards of 
responsibility and accountability seem absolutely essential. In both size and 
scope employee pension and welfare funds have become a vital part of the na- 
tional economy. Their assets constitute one of the largest existing pools of 
private capital. As time passes and many more million workers and their 
families become participants, the place of such funds in the economic framework 
of our society will take on increasing significance. The necessity for statutory 
standards of responsibility and accountability seems clear. 

“Any institution which directly affects the welfare and security of half our 
population, to say nothing of its impact upon the economic life of the Nation as 
a whole, is clearly affected with the public interest. Present safeguards 
voluntary, Federal, and State—are insufficient protection of the public interest. 

“The proposed legislation seems a wise middle road between voluntary self- 
discipline and regulatory controls. It devises a remedy which is not only ade- 
quate to the need, but one which respects the ability of people to safeguard their 
own interests through the exercise of individual responsibility and their in- 
dividual rights. 
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“Furthermore, in the institutes view there is nothing in this legislation to 
suggest a punitive motive. It could not be argued with validity, for example, 
that Congress would be seeking to punish the trustees of funds if an audit of 
their financial statements were required by law. Business firms, in order to 
sell securities in interstate commerce or through the mails, or to list their 
securities on a national securities exchange have long been required to have 
their financial statements audited to provide investors with an independent 
expert review of representations in financial statements. Even in the absence 
of legal compulsion thousands of business and nonprofit institutions regularly 
open their books to independent audits as an accepted practice of sound manage- 
ment. For these reasons the American Institute of Certified Public Accountants 
endorses the purposes and principles of the proposed legislation.” 

Marquis G. HATON, 
President, American Institute of Certified Public Accountants. 


This telegram also sent to Senator Lister Hill, Senator John F. Kennedy, 
Representative Graham Barden, the President, and the Secretary of Labor. 
MarQuis G. Eaton. 


STATEMENT ON WELFARE AND PENSION FUNDS 
iy GrorGE A. MOONEY, SUPERINTENDENT OF BANKS OF THE STATE OF NEW YORK 


Mr. Martin S. House, special counsel on welfare and pension legislation to 
your honorable committee, has requested that I submit to the committee my 
views on certain specific matters involving the regulation of pension and welfare 
funds. Without wishing to take a position on any specific legislation presently 
pending before the House, I am pleased to respond to the request of your counsel 
and will undertake to comment on the matters requested. 


DESIRABILITY OF REGULATION 


It has been a fundamental policy of the administration of Gov. Averell Harri- 
man, of New York, that pension and welfare funds which have recently grown 
to be a major economic force in the United States are affected with a public 
interest and should therefore be supervised by an appropriate Government agency 
to the extent necessary to protect the rights and security of employee bene- 
ficiaries and their families, while at the same time insuring the orderly growth 
of these plans. Such a concept admits of no exception to the type of plan to be 
regulated. In other words, as an ever-increasing number of employees are de- 
pendent to an ever-increasing extent upon the benefits which these plans provide, 
it is inmaterial, in determining whether supervision is necessary, that a par- 
ticular plan is jointly administered or unilaterally operated. 

The present law governing regulation and supervision of employee welfare 
funds in New York State is based upon a more restrictive principle. It would 
appear that the framers of this legislation were concerned primarily with elimi- 
nating discovered abuses in certain areas. Consequently, the legislation covers 
only those plans which are jointly established or maintained by one or more 
employers and one or more labor organizations. The administration in New 
York has introduced during the past two legislative sessions bills which would 
have placed under supervision not only the jointly administered or so-called 
Taft-Hartley-type funds but also those funds where the vast bulk of the money 
is held, which are administered unilaterally by an employer. ‘Thus far, this 
legislation has not passed either house of the New York State Legislature. 

If the Congress decides that Federal legislation is desirable in this field, it is 
my opinion that such legislation should not be limited to the supervision of a 
certain type or types of welfare fund but must, if it is to be effective, place 
under supervision and/or regulation all or substantially all of the welfare and 
pension funds upon the proper administration of which the employee bene- 
ficiaries become increasingly dependent. 

Moreover, if such legislation is enacted, I feel that a provision which reserves 
primary jurisdiction to the State governments which adopt regulatory legisla- 
tion is indispensable, at least to the extent that the various State statutes are 
operative. It is my feeling that State governments, and particularly those de- 
partments which supervise banks, trust companies, insurance companies, and the 
like are better equipped to regulate and supervise the activities of these funds 
which are so closely allied to the insurance and banking industries than would 
any existing agency of the Federal Government. 


94914—58———35 











540 WELFARE AND PENSION FUND LEGISLATION 


OPERATION OF NEW YORK STATUTE 


In a study conducted by this Department in 1955 and brought up to date 
as of November 1, 1956, it has been ascertained that there are 2,706 funds of 
all types held by banks in New York State,’ with aggregate assets of $8.4 billion 
covering 5,470,690 employees, of whom 1,341,739, or 24.53 percent, were employed 
in New York, the remainder employed elsewhere. The average number of em- 
ployees covered by each fund was a little over 2,000 and the average dollar 
reserve for each such employee was over $1,500. Of these funds, only 160, 
with assets of less than $200 million and covering only 641,000 employees, were 
jointly administered and therefore required to register under the New York law. 
Of these 160 registered funds, 90, with assets of $97,500,000 and covering 271,000 
employees, are registered with the banking department, and 70, with assets of 
$102 million and covering 370,000 employees, are registered with the insurance 
department. I am annexing hereto a copy of a table summarizing pension and 
other employee welfare funds held as trustee or agent by banks in New York 
State as of November 1956, and a memorandum containing comments on the 
figures disclosed in the foregoing table. 

The statute has been in effect for approximately 11 months and during this 
period of time the banking department has established a new division to admin- 
ister the law. After preparing forms of registration statement, annual report, 
and annual statement, the department canvassed all the funds held by banks 
and began receiving the registration of funds within the purview of the statute. 
These registration statements required the filing of a copy of the plan, a copy 
of the trust or agency agreement, copies of appropriate parts of the collective- 
bargaining agreement under which the plan was established, brochures which 
the fund may have distributed to its members, financial statements, and other 
preliminary data. We have now received annual reports and annual state- 
ments from all of the funds registered with the department and have adopted 
an appropriate regulation requiring the publication and distribution of the 
annual report. The annual statements are presently being reviewed by the 
employee welfare fund division of the department and the administrator of each 
fund will be apprised of the department’s comments on each report. We are 
attaching herewith for your information copies of the regulation requiring 
publication and distribution of the report, together with the form of the annual 
report and the annual statement. 

In addition, the department is required to examine into the affairs of each 
fund once in every 5-year period. The examination procedure will include 
control and proof of the assets in the fund, comparison of managerial practices 
with the requirements of the statute, as well as with the terms of the trust 
instrument and the plan, an analysis of the investment portfolio as to credit 
quality and diversification, and a search for any managerial abuses. 


CONCLUSION 


I trust that the foregoing summary, together with the attached documents, 
will be of some assistance to your committee in its deliberations. If there is 
any additional information you require, please be assured of my wholehearted 
cooperation. 

STATE OF NEW YoRK BANKING DEPARTMENT, 
New York, N.Y. 
To the Addressee: 

Annexed for your information are the follows: 

1. Table summarizing pension and other employee welfare funds held as 
trustee or agent by banks in New York State as of November 1956; 

2. Memorandum containing comments on the figures disclosed in the fore- 
going table; 

3. Reprint of the New York Employee Welfare Fund Act of 1956, as amended 
to April 22, 1957. 

Additional copies of any of the foregoing may be obtained upon request. 

I trust that you will find the enclosures of interest. 

Very truly yours, 
WILLIAM R, BRENNAN, Jr., 
Deputy Superintendent of Banks. 





1This does not include 887 other funds registered with the insurance department for 
which no bank acted, or if it did, only performed functions of a custodian or depositary. 
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Pension and other employee welfare funds held as trustee or agent,? by banks 
in New York State, as of November 1956 * 


Trusteeships 2 














| Book value Covered employees in— 
Number of | assets,’ end eatin 
funds of last 
fiscal year | New York | Elsewhere Total 
(thousands) | 
I. PENSION FUNDS | 
(a) Registered with: | 
1. Banking department ¢____..___- $875 $74, 241 | 135, 862 | 59, 505 195, 367 
2. Insurance department 4__...._-- 1 29 40, 574 124 40, 698 
(b) Not registered, covering: | 
1, 20 or more New York employees. 1,173 | 4, 545, 961 678,442 | 2, 238, 383 2, 916, 825 
2. 1 to 19 New York employees. - 141 | 54D, 305 1, 022 293, 230 294, 252 
3. No New York employees. - - -- 358 | 1, 458, 528 | .. Jee 725, 210 725, 210 
4. Data incomplete, number of 
employees estimated 6 102 746, 110 9, 793 36, 839 46, 632 
Total..._. | 51,85 7, 365, 174 865, 693 3, 353, 291 4, 218, 984 
Il, PROFIT SHARING FUNDS , no pe TV el ms 
CE) Teron dn nengatidiccescce csi Sincsaneiiveund None | None None None 
(b) Not registered, covering: 
1. 20 or more New York employees. 503 | = 324, 211 | 58, 070 | 74, 239 132, 309 
2. 1 to 19 New York employees. -__/ 38 | 25, 856 293 | 16, 612 16, 905 
3. No New York employees... | 55 | 12, 056 |......... 6, 884 6, 884 
4. Data incomplete, number of | 
employees estimated ®__..___- 48 | 20, 290 3, 222 5, 486 8, 708 
Cem. Stix... ots 644 383,313 | 61,585 | 103, 221 164, 806 


| 
: : = 
Ill, THRIFT OR SAVINGS FUNDS | | | 

















| 


(a) Registered_____.____- i eect SRE alate } None | None None None 
(b) Not registered, covering: 
1. 20 or more New York employees 27 239, 121 | 25, 693 175, 879 201, 572 
2. 1 to 19 New York employees. ---| 5 | 1, 206 | 22 2, 316 2, 338 
3. No New York employees 8 | 700 Sidstads .| 1, 299 1, 299 
4. Data incomplete, number of | | 
employees estimated ®___...... 1 | 98 | OB th ccscukiced 83 
Total..... iota 41} 241, 125 | 25,798 | 179,494 205, 292 
TV. WELFARE AND MISCELLANEOUS FUNDS 
(a) Registered with: | 
1. Banking department #_._.___- | ULE RUUD is eine sha eikaetibnn 
2. Insurance department 4... ...-.- Ban penwel coco nsddoneepines UeUsleeateeaseonss 
(b) Not registered, covering: | | | 
‘ 1. 20 or more New York employees. 29 | 26, 098 15, 789 130, 680 146, 469 
t 2. 1 to 19 New York employees. - 4) 1, 949 9 3, 464 3, 473 
' 3. No New York employees. ---- 2 | 436 Jwdod -| 4, 559 4, 559 
t 4. Data incomplete, number of | | | 
employees estimated 5_.__... 4 | 23, 874 | 13, 263 119, 370 132, 633 
seceniteienttinveinaaas Acorn icin Miskin diastase nian eae eee 
ae cic mepeee 39 | 52, 357 | 29, 061 258, 073 287, 134 
Vv. ALL FUNDS | 
| 
(a) Registered with: | 
1, Banking department ¢__-. | 575 | 74, 241 | 135, 862 | 59, 505 195, 367 
2. Insurance department 4_____-...| 1 29 40, 57 124 40, 698 
(b) Not registered, covering: | 
1. 20 or more New York employees. | 1, 732 5, 135, 391 | 777, 904 | 2,619,181 3, 397, 175 
2. 1 to 19 New York employees. - 188 | 569, 316 | 1, 346 | 315, 622 316, 968 
3. No New York employees. ---..--.| 423 | 1,472,620 seu 737, 952 | 737, 952 
4. Data incomplete, number of | | 
employees estimated °__- 155 | 790, 372 26, 361 161, 695 | 188, 056 
Grand total. ad $2,574 | 8,041, 969 982,137 | 3,894,079 4, 876, 216 


See footnotes at end of table. 
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Pension and other employee welfare funds held as trustee or agent,’ by banks 


in New York State, as of November 1956 *—Continued 


I. PENSION FUNDS 


(a) Registered with: 
1. Banking department 4___ 
2. Insurance department ¢ . 
(6) Not registered, covering: 


1. 200r more New York employees. 


2. 1 te 19 New York employees- - 


3. No New York employees __-.__-- 


of 


4. Data incomplete, number 
employees estimated 6_- 
Moteh. x. <i cis Ass 
Il. PROFIT SHARING FUNDS 


(a) Registered_...______- 
(6) Not registered, covering: 


1. 200r more New York employees- 
2. 1 to 19 New York employees. _-- 
3. No New York employees-_......_ 


4. Data incomplete, number of 


employees estimated °_. 
Total__._- e 
Il, THRIFT OR SAVINGS FUNDS 


(a) Registered__-__- no -aeuiakie 
(b) Not registered, covering: 


Number of | assets,3end |____ 


Book value 


Agencies ? 


Covered employees in— 








1, 20 or more New York employees.|__ 


2. 1 te 19 New York employees- __- 


3. No New York employees. --. 


4. Data incomplete, number 
employees estimated °___ 
Total 


IV. WELFARE AND MISCELLANEOUS FUNDS 
(a) Registered with: 

1. Banking department 4___._. 

2. Insurance department ¢. 
(b) Not registered, covering: 


1. 200r more New York employees. 


2. 1 to 19 New York employees-- 

3. No New York employees--.. 

4. Data incomplete, number of 
employees estimated 5_- 


Total... 
Vv. ALL FUNDS 


(a) Registered with: 

1. Banking department ‘____ 

2. Insurance department +_ -- 
(6) Not registered, covering: 

1. 20 or more New York employees 
2. 1 to 19 New York employees 
3. No New York employees_- 
4. Data incomplete, number 

employees estimated °__ 


of 


Grand total_- 


See footnotes at end of table. 


of | 





-| 
































funds | of last | 
| fiscal year | New York | Elsewhere Total 
|(thousands) | 
are tl te spesailh—eteasienetd aepoinenetenonlice - 
' | 
| | 
| 
12 | $21,000| 40,200 23, 274 63, 573 
44 72, 580 165, 242 4, 007 169, 249 
16 | 287, 271 38, 431 129, 308 167, 739 
3 | 1, 376 28 559 587 
6 | 1, 939 ; 7,277 7,277 
eee ee eee Peron renee on 
81 334, 166 244, 000 | , 425 408, 425 
———— > — — a SE —————————— 
None None None None 
14 17, 636 2,128 | 835 2, 958 
1 | TAR: Lc teenioian 85 85 
| | 
16 | 18, 172 | 2,123 | 920 3, 043 
ame ro -esinamamsaeeanetgudttnaeiaegpenentinemendipiempamniningaiata 
None None | None None 
| | 
| | 
| ' 
o | re 
| } 
| 
iD. basen ‘ Re 
ks Soke Seeeseis Sate cides 
—_ — ———————————— ‘maa = | =_ — 
73 | 2, 244 5, 003 | 6, 941 11, 944 
25 29, 845 100, 755 59, 434 160, 189 
5 1,131 6, 054 | 991 | 70, 45 
2 | 236 |_. ihe i,i30| 1, 139 
| 
| 
1 511 1, 667 f 1, 022 2, 689 
736 34,017 | 113, 479 | 69, 527 | 183, 006 
| | | 
715 | 23, 244 | 45, 302 | 30, 215 75, 517 
69 | 102,425 | 265,997 | 63, 441 329, 438 
| | 
35 | 256, 088 | 46,608 | 131,134 177, 742 
3 1, 376 | 28 559 | 587 
9 | 2, 761 8, 501 8, 501 
1 | 511 | 1, 667 | 1, 022 2, 689 
7132 386,355 | 359,602 234, 872 | 504, 474 








WELFARE AND PENSION FUND LEGISLATION 

















543 























anka Pension and other employee welfare funds held as trustee or agent,’ by banks 
in New York State, as of November 1956 ‘'—Continued 
All funds 
| Book value | Covered employees in— 
| Number of | assets,iend| rae at 
ae funds of last 
tal | fiseal year | New York | Elsewhere Total 
\(thousands) | j | 
I, PENSION FUNDS } 
; } | | 
(a) Registered with: | 
3. 573 1. Banking department +__......-. 5 87 $95, 241 176, 161 82, 779 258, 940 
9 249 2. Insurance department 4. .......- | 45 72, 609 205, 816 4, 131 209, 947 
ve (b) Not registered, covering: 
7. 739 1, 20 or more New York employees. 1,189 | 4, 783, 232 716,873 | 2,367, 691 3, 084, 564 

” 587 2. 1 to 19 New York employees- .-.. 144 541, 681 1, 050 293, 789 294, 839 
7,277 3. No New York employees- -...-- 364 5, GE, lewtnbeoenaue 732, 487 732, 487 

, 4, Data incomplete, number of 

employees estimated ®..._..... 102 746, 110 | 9, 793 36, 839 46, 632 
8 425 Fisilinenddaiinetstaebernemenintven 51,93 7, 699,340 | 1,109,693 | 3,517,716 4, 627, 409 
— Il. PROFIT SHARING FUNDS RM TTS Oe reap Seder) Se ee ae oer 
None OI a i a alleen None None None None 
; (b) Not registered, covering: 
2 958 1, 20 or more New York employees. 517 341, 847 60, 193 75, 074 135, 267 

— 2. 1 to 19 New York employees. --_- 38 25, 856 293 16, 612 16, 905 

85 3. No New York employees_.-_----- 56 By EE Vacunntiaian 6, 969 6, 969 
3 4. Data incomplete, number of 
employees estimated ®........- 48 20, 290 3, 222 5, 486 8, 708 
3 043 ee 659 401, 185 | 63, 708 104, 141 167, 84 
=e Il. THRIFT OR SAVINGS FUNDS | ee. ee ote | ad 
one Oy RG oni tdcedencn a dcchudabbesae RicdeaCekevee None | None None | None 
(b) Not registered, covering: | | | 
1, 20 or more New York employees. | 27 | 239, 121 25, 693 | 175, 879 | 201, 572 
2. 1 to 19 New York employees-.--- 5 1, 206 | 22 | 2, 316 2, 338 
3. No New York employees.. 8 Gee Fis. wid | 1, 299 | 1, 299 
4. Data incomplete, number of | 
employees estimated ®._...___. 1 98 | OO iid etniaaial 83 
— TM Sis 5ii 2d .cviecad 41 | 241,125 25, 798 179,494} 205, 292 
aes = — = — —— | a = ——_ — —— 
se | | 
IV, WELFARE AND MISCELLANEOUS FUNDS | 
(a) Registered with: } j | 

944 1. Banking department ‘ = 73 2, 244 5, 003 6, 941 | 11, 944 
° tae 2. Insurance department *__- | 25| 20,845 | 100,755 | 50,434) — 160, 189 
Pe (b) Not registered, covering: | | | | 
0, 45 1, 20 or more New York employees. 34 | 27, 229 | 21, 843 | 131, 671 153, 514 

7 2. 1 to 19 New York employees-_-.-. 4 1, 949 | 9 3, 464 3, 473 

139 3. No New York employees. - 4 722 | dal ddd 5, 698 | 5, 698 
: 4. Data incomplete, number of | 
689 employees estimated 5... ____- 5 | 24, 385 | 14, 930 120, 392 | 135, 322 
006 Total... 775 | $86,374) 142,540| 327,600 | 470, 140 

Vv. ALL FUNDS a: tae, =i nA | ml 
(a) Registered with: 

517 1. Banking department ¢ 5790 | 97, 485 | 181, 164 89, 720 | 270, 884 
” 438 2. Insurance department 4. _- | 70 | 102, 454 | 306, 571 63, 565 | 370, 136 
, (b) Not registered, covering: | } | 

7492 1, 20 or more New York employees. 1,767 | 5,391, 429 | 824, 602 2, 750, 315 3, 574, 917 
‘ 587 2. 1 to 19 New York employees 191 570, 692 1, 374 | 316, 181 317, 555 

501 3. No New York employees. -- wl 432 1, 475, 381 pil doomed 746, 453 746, 453 
. 4. Data incomplete, number of | 
689 employees estimated °_- 156 790, 883 | 28,028 | 162,717 190, 745 
474 Grand total. ..-............- 572,706 | $8,428,324 | 1,341,739 | 4,128,951 5, 470, 690 
, 47 | 


1 Includes as “registered’’ funds those which were so registered as of June 1, 1957. See footnotes 3, 4. 

2 As used in this table, the term ‘Trusteeships’’ refers to funds for which a banking institution acts as 
trustee, and the term ‘‘Agencies’”’ to funds for which a bank acts as agent with powers beyond those of a 
mere custodian or depositary. 

3 The figures in this column represent the aggregate book value of the several funds (excluding insurance 
contracts) as reported, in the case of registered funds, as of the close of their respective last fiscal years and, 
in the case of nonregistered funds, as of approximately Nov. 1, 1956. 














Footnotes continued on next page. 
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* Article II-A of the banking law requires that every “employee welfare fund’’ whose “overall manage 
ment”’ is vested, alone or jointly with other trustees, in a banking institution, be registered with the banking 
department. A's construed by the department, this includes funds held by a bank as agent with powers 
beyond those of an investment adviser. All other funds, including those for which no bank acts or where 
& bank acts merely as custodian, depositary, or investment adviser, must be registered with the insurance 
department. An “employee welfare fund”’ is defined in the law to include only those funds ‘‘established 
or maintained by or on behalf of 1 or more employers together with 1 or more labor organizations, to provide 
employee benefits, by the purchase of insurance or annuity contracts or otherwise * * *.’’ Funds estab- 
lished and maintained solely by employers and labor organizations are not subject to the supervisory juris- 
diction of either the banking department or insurance department, and are not required to be registered. 
In this table are reflected all funds registered with the banking department as of June 1, 1957, and a portion 
of those then registered with the insurance department, i. e.. those for which a bank acted as investment 
adviser. Not reflected are 887 other funds registered with the insurance department as of that date for which 
no bank then acted or, if it did act, its powers were limited to those of a custodian or depositary. 

§ Includes 9 funds held by banks outside New York State. These funds have total assets of $525,784 and 
cover 1,562 employees, of whom 729 are New York employees. 

6 Estimate based on ratio of covered employees to assets in funds where all data was given. 

7 Includes 1 fund held by a bank outside New York State. This fund has total assets of $1,554,137 and 
covers 8,165 employees, of whom 1,381 are New York employees. 


Norte.—In September 1956, when the New York State Employee Welfare Fund Act took effect, the 
department sent registration forms and instructions to all pension and welfare funds then held by banks 
in New York State as trustee or agent with powers beyond those of a mere custodian or depositary, and 
requested each to determine for itself whether the fund was required to be registered. If so, it was requested 
to fill in the registration form and file it with the department. If not, the fund was requested to indicate 
the reason for its conclusion by filling out and mailing a ‘‘nonregistration’”’ card which was enclosed; at the 
same time advising the department, in the space provided on the card, as to the approximate book value 
of the fund assets and the approximate number of covered employees in New York and elsewhere. Of the 
funds so addressed, 150 were registered with either the insurance or banking departments (see footnote (3), 
below), 2,525 submitted nonregistration cards, and 21 failed to respond. In addition, 10 funds held by out- 
of-State banks were registered with the banking department. Of the 2,525 which submitted nonregistration 
cards, 135 failed to supply some or all of the statistical data requested. Figures with regard to all of these 
funds are nevertheless, included in the within table. They are derived either from the information furnished 
by the funds or from other sources available to the department or they are based on estimates which the 
department believes to be accurate. 


COMMENTS ON TABLE OF PENSION AND OTHER EMPLOYEE WELFARE FUNDS HELD 
As TRUSTEE OR AGENT BY BANKS IN NEW YORK STATE AS OF NOVEMBER 1956 


1. PRELIMINARY 


In September 1956, when the New York State Employee Welfare Fund Act 
took effect, the department sent registration forms and instructions to all pen- 
sion and welfare funds then held by banks in New York State as trustee or agent 
with powers beyond those of a mere custodian or depositary, and requested each 
to determine for itself whether the fund was required to be registered. If so, 
it was requested to fill in the registration form and file it with the Department. 
If not, the fund was requested to indicate the reason for its conclusion by filling 
out and mailing a nonregistration Card which was enclosed; at the same time 
advising the department, in the space provided on the card, as to the approxi- 
mate book value of the fund assets and the approximate number of covered 
employees in New York and elsewhere. Of the funds so addressed, 150 were 
registered with either the insurance or banking departments, 2,525 submitted 
nonregistration cards and 21 failed to respond. In addition, 10 funds held by 
out-of-State banks were registered with the banking department. Of the 2,525 
which submitted nonregistration cards, 135 failed to supply some or all of the 
statistical data requested. Figures with regard to all of these funds are never- 
theless included in the annexed table. They are derived either from the informa- 
tion furnished by the funds or from other sources available to the Department 
or they are based on estimates which the department believes to be accurate. 


2. SUMMARY OF FUNDS HELD; GROWTH 


In November 1956, there were 2,706 funds of all types held by banks in New 
York, with aggregate assets of $8.4 billion covering 5,470,690 employees, of whom 
1,341,739 or 24.53 percent were employed in New York, and the remainder 
employed elsewhere. The average number of employees covered by each fund 
was 2,022, and the average dollar reserve for each such employee was $1,540. 
The table reflects a continuation of the striking growth of such funds, presently 
at the rate of $1 billion a year, first reported in table 2 of the department's 
preliminary report on Pension and Other Employee Welfare Plans published in 
January of last year 
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3. TYPES OF FUNDS 


As appears below, the vast majority of funds held by banks are pension funds. 
They constitute 71.36 percent in number of such funds, have 91.35 percent of 
the assets and cover 84.59 percent of the employees. 



































| Funds | Assets (in millions) Covered employees 
(in thousands) 
— in iil 
| | 
Number Percent | Amount | Percent | Number | Percent 
signi ct adsitipiaccnd nies iltanineniieiininionningsteiial ~— |] — elecpcnipeetioiendiiasiinn ane 
| i 
Pension......- + ----| 1,931] 71.36 | $7,699.3| 91.35] 4,627.4| 84.59 
Profit-sharing-.__. ‘ ina papiiiiend 659 | 24. 35 401. 5 | 4.76 167.9 3.07 
Thrift or savings... een 41] 1.82 241.1| 286] 205.3 3. 75 
i icncdtncicceccscccevesscus 2, 631 97.23 | 8,341.9 | 98. 97 5, 000. 6 91. 41 
Welfare and miscellaneous !..........--.-- 75 2.77 86. 4 1.03 470.1 8. 59 
iss hntindeaiinhd eilighinsneneuben 2,706} 100.00} 8,428.3] 100.00} 5,470.7 | 100. 00 
| 
1 Includes the following: 
Type of fund Number of Assets 

funds (in millions) 
Supplementary unemployment benefits. ............-.....-...---.-..- | 7 | $29. 1 
Stock option, bonus, severance pay. .......---.-.--------.--.------.--- } 4 | 4.0 

Miscellaneous welfare funds: | 
DE onc scttodausrespeaseeranetdgenhnbekwapwenaeauamitet | 28 | 32.0 
Peemrennee pis eS i LR, ed 36 | 21.3 
EN sal aoa a tinstiee unadidinee deni aaiaaiaad a aaa a mnGe 75 | 86.4 


Following are the average reserves per employee in each of the types of funds 
discussed : 
Average 
dollar 
reserves 


PIII hacia sessions th sci siti igus iin ii a sa taal oadinnaganiomas eed tik tenet ener $1, 663 
IO .., .... <sisiiviny Sieamasctptntetniteriasiihaensiictiatean bien eins tients tie albadaeatedadateieniieisihiaein ial a dali 2, 391 
FUE, i SA Kis sss isn enliven pean caiman in aici iat ea 1,174 
a A I sce taste indie dtn hae niece stinks amish uc ddocbeaneaiieaagticasiintni 183 


MeO! BIE 29 OE noice ones bn aerate tae i giaees a 


Thus, the major reserves are found in pension, profitsharing and thrift or 
savings funds, and the lowest reserves are found in welfare and miscellaneous 
funds. Most welfare funds operate on a year-to-year basis with very little ac- 
cumulation. ‘The former constitute 97.23 percent of all funds held by banks, 
with 98.97 percent in dollar volume of assets and 91.41 percent in number of 
covered employees. 

The average number of employees covered for each type of fund and the per- 
centage thereof employed in New York are as follows: 





Average Percent of 

number covered! covered em- 

| employees  |ployees working 
in New York 





| 


Pension ; al alla elias tl canmecdwmbmaie | 2, 396. 4 | 23. 98 
Profit-sharing lA LiL bids odd odctiniednmbinih ta htiin clade al 254.8 | 38. 00 
Thrift or savings _ Sc atid abdiconieténdeetthh) Ghenmek iaabatd | 5, 007.3 12. 57 
Welfare and miscellaneous... ...........-.-..--,-------- anaes | 6, 268. 0 30. 31 

Average of all types_........--..--. pli Sit be cies Soowsaleeds : 2, 021.7 24. 53 





It would appear from the foregoing that the profit-sharing plans on the average 
cover smaller employee groups and that the largest average group coverage is 
found in the welfare and miscellaneous plans. 
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4. TRUSTEESHIPS VERSUS AGENCIES 


Of the 2,706 funds held by banks, over 2,574 or 95 percent in number, holding 
over 95 percent of the assets and covering approximately 89 percent of the 
employees, are in the form of trusteeships, and the remainder in the form of 
agencies.* 

The following additional distributions as between trusteeships and agencies 
should be noted : 


Agencies 


Trusteeships 


Percentage of covered employees who work in New York_.--.-.-.---.-----.----- 20. 14 60. 49 
Average dollar reserve per employee.-..............-.....-.-.-.---.-.--- pnceaored $1, 649 $649 
Average number of covered employees--_--_--- aan dbenewmnonaeisbbrene penis eaaeae 1, 894. 4 4, 503.8 


5. REGISTERED VERSUS NONREGISTERED FUNDS 


Under the Employee Welfare Fund Act, only those funds which are “estab- 
lished or administered” jointly by one or more employers and one or more labor 
organizations are required to register. Funds administered solely by employers 
or labor organizations are not subject to the law. (See table, footnote No. 3.) 

The table shows that of the 2,706 funds held by banks, only 160, with assets of 
less than $200 million and covering only 641,000 employees, were jointly admin- 
istered and, therefore, required to register. If the law were broadened to 
include unilaterally administered funds covering 20 or more New York employ- 
ees, then at least 1,767 additional funds, with assets of $5.4 billion and covering 
almost 3.6 million employees, would be brought under regulation. This does 
not take into consideration 191 funds, with assets of $570 million, where there 
are from 1 to 19 New York employees; nor does it take into consideration 156 
additional funds, with assets of $791 million, where the data with regard to 
covered employees is incomplete. 

As indicated, the 160 presently registered funds constitute only 5.91 percent 
in number of all funds, 2.37 percent of their assets, and 11.72 percent of their 
covered employees. The following additional distributions as between registered 
and nonregistered funds should be noted : 


Registered Nonregis- 








tered 
Covered employees working in New York (percent) Teen wewncee | 76. 08 17. 68 
Dollar reserves per employee. -_---- : $311 $1, 703 
Average number of covered employees | 4, 006 1, 897 





Of the 2,574 trustreeships referred to in paragraph 4 above, only 76 or 3 percent 
in number, with less than 1 percent of the total trusteeship assets and under 
5 percent of their covered employees, were registered. Of the 132 agencies, 84, 
or almost 64 percent in number, with over 32 percent of the total agency assets 
and 68 percent of their covered employees, were registered. There thus appears 
to be a greater tendency to create agencies in the case of jointly administered 
funds, where boards of trustees generally have title to the assets, than in uni- 
laterally administered funds where control is generally vested in a committee or 
like body, but title is vested in the bank trustee. 


6. REGISTERED FUNDS: PENSION VERSUS OTHER WELFARE FUNDS 


Of the 160 registered funds, 90 with assets of $97.5 million, covering 271,000 
employees, are registered with the banking department and 70, with assets of $102 
million and covering 370,000 employees, are registered with the insurance depart- 
ment. (This does not include 887 other funds registered with the insurance 
department for which no bank acted, or if it did, only performed functions of 
a custodian or depositary.) 


1 As wsed above, the term “trusteeships’”’ refers to funds fer which a banking institution 
acts as trustee, and the term ‘agencies’? to funds for whieh a bank aets as agent with 
powers beyond those of a mere custodian or depositary. 
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Of the 160 registered funds, 132 or 82.5 percent in number, with 83.94 percent 
of the assets of such funds and covering 73.15 percent of their employees, provide 
pension benefits. The remainder provide other welfare benefits, The following 
additional distributions of the registered funds as between those providing pen- 
sion benefits and these providing other welfare benefits, should be noted : 


Pension | Other All reg- 
funds welfare | istered 
funds funds 











Funds registered with banking department. __- , bee shes 87 3 90 
Funds registered with insurance department SULT .L wddddbe 45 25 70 
Percentage of employees working in New York: 

Funds registered with banking department. 68.03 | 42.02 66. 89 


All registered funds. - - ee aad bie bs keas 61. 42 76. 08 
(These figures are to be compared with the average percentage of 
New York employees covered by nonregistered funds of 17.68 percent.) | 
Average dollar reserve per employee (these reserves are to be compared 
with the average dollar reserve in nonregistered funds of $1,703)... __--- | $357 | $186 $311 
Average number of covered employees for each fund (these figures are to | | 
be compared with the average for nonregistered funds of 1,897)_.-.-.-.-- 3, 552 6, 146 4, 006 
| 


4 

Funds registered with insurance department. -----_...-.........---- 98.05 | 62. 92 82. 84 
| 
| 


7. FUNDS REGISTERED WITH BANKING DEPARTMENT 


(a) Location of bank trustee 

Of the 90 funds registered with the banking department, 80 with assets of 
$95.4 million and covering 261,157 employees have bank trustees located in New 
York State and 10, with assets of $2.1 million and covering 9,727 employees, have 
bank trustees located outside the State. Of the former group, 68 percent of the 
covered employees work in New York. Of the latter, less than 22 percent work 
in New York. 


(b) Location of fund office 

Not included in the table is a separate tabulation showing that of the 90 funds 
registered with the banking department, 84 with assets of $90.5 million and 
covering 206,194 employees, have their principal office in New York State, and 6, 
with assets of $6.9 million and covering 64,690 employees have their principal 
office elsewhere. Of the covered employees in the former group, almost 84 per- 
cent work in New York; whereas in the latter only 13 percent work in New York. 
For record purposes, the figures are as follows: 





Fund office located in— 


New York Elsewhere 

















PR aes cca ta asecaneebtoneke coun cdgnubaionsene s4 6 
Book value of assets—end of last fiscal year................---.----.---.---- _| $90, 541, 571 $6, 943, 382 
Covered employees working in: 
OT Fi iceccuevcbcwoccmctticckentdnescths steasebees AM ec cabooieeee 172, 703 8, 461 
ORO ost thi i acct Cibiddebdatblidibe dbde Hindudachcgtncdis tain 33, 491 56, 229 
Total ; , cin , ; 7 sei 206, 194 64, 690 


REGULATIONS OF THE SUPERINTENDENT OF BANKS 
EMPLOYEE WELFARE FUND REGULATION NO. 1 
DISTRIBUTION AND PUBLICATION OF THE “ANNUAL REPORT” FILED BY EMPLOYEE 
WELFARE FUNDS PURSUANT TO SECTION 68 OF THE BANKING LAW 


The trustees of every employee welfare fund shall make available for inspec- 
tion and shall distribute or publish copies of the “Annual Report” filed with the 
superintendent pursuant to section 68 of the banking law, in the following 
manner : 
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1. ‘A ‘copy of such report shall at all times be kept on file at the principal office 
of the trustees and shall be available for inspection during reasonable business 
hours by any employer member, contributing employer or participating labor 
organization ; and 

2. (a): A-¢opy of such report shall be mailed or delivered personally to each 
employee member, contributng employer and participating labor organization 
not later than 30 days after it is required to be filed with the superintendent. 

(b) Publication of such report within such 30-day period in a periodical 
mailed or delivered to all employee-members, contributing employers and partici- 
pating laber organizations shall be deemed- compliance with paragraph 2 (a) 
hereof, provided that attention is directed to such publication on the first page 
or the cover of the periodical, in type not less than 18 point. 

(c) Anything in paragraphs “a” and “b” hereof to the contrary notwith- 
Standing, the mailing, delivery or publication of reports heretofore filed with 
the superintendent or which are required to be filed with him prior to May 1, 
1957, may be effected at any time prior to June 1, 1957. 

The superintendent reserves the right to prescribe in specific cases the method 
to be followed in distributing and publicizing the report. 

This regulation is promulgated pursuant to section 68 of the banking law and 
shall become effective upon filing with the Secretary of State. 


NEW YORK STATE BANKING DEPARTMENT, 
EMPLOYEE WELFARE FUND DIVISION, 
New York, N. Y., January 18, 1957. 


SUPPLEMENT TO “INSTRUCTIONS FOR COMPLETING THE 1956 ANNUAL STATEMENT 
BLANK” (EMPLOYEE-WELFARE’ FUNDS) 


Since distributing the form of annual statement required to be submitted to 
this department on or before March 1, 1957, a number of requests have been 
received for clarification or modification of some of its requirements. These 
requests have led to the following supplementary instructions : 

Contributions “due and unpaid” (p. 2, lines 7 and 8; p. 4, lines 1 and 2).—In 
the places indicated, the amount of contributions due and unpaid at the close of 
the year must be shown or considered. If, because of conditions in the industry, 
it is difficult to make an accurate determination of this figure in time for filing 
the annual statement, an application will be entertained, either for an extension 
of time to file the statement or for the substitution of an estimate or other 
figure which will accord with good accounting practice. 

Vendor of securities (exhibit 2, p. 6; schedule OC, p. 14; schedule D, p. 15).— 
In many instanees, where securities are purchased through a broker or dealer, 
the name of the vendor is unknown or difficult to ascertain. In these instances, 
if the purchase was made on behalf of the fund by a bank acting as trustee or 
agent.and the broker or dealer from or through whom the purchase was made is 
registered with the Securities and Exchange Commission, it will be sufficient 
merely to so indicate and, in that event, the name of the vendor may be 
omitted. The same procedure may be followed where the security is purchased 
by the bank trustee or agent from or through another bank. 

Name of vendee (exhibit 2, p. 6)—In some instances, where securities are 
sold through a broker or dealer, the name of the vendee is unknown or difficult 
to ascertain. In these instances, if the security was sold on behalf of the fund 
by a bank acting as trustee or agent and the broker or dealer to or through whom 
it was sold was registered with the Securities and Exchange Commission, these 
facts may be shown and the name of the vendee omitted. 

Date of purchase (exhibit 2, p. 6; schedule C, p. 14; schedule D, p. 15).—If the 
date of purchase is not readily available, and it appears that the purchase was 
made on behalf of the fund by a bank acting as trustee or agent, this fact may be 
shown and the date of purchase omitted. 

Cost of securities (exhibit 2, p. 6; schedule C, p. 14; schedule D, p. 15)—In some 
instances, the records of the fund are kept in a manner which fail to reflect 
“actual cost.” If the value at which the assets are carried on the books of the 
fund represents such cost, adjusted only for the usual accounting adjustments 
needed to reflect amortization, discount rates, subscriptions to stock, dividends, 
or the like, then such facts may be indicated and “book value” will be accepted 
in lieu of “actual cost-” 
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Adjustments for amortization or discount (p 7).—Increases or decreases in 
asset values of investments resulting from amortization of premium or writeup 
of discounts need not be individually listed for each security affected, but may 
be shown in a single figure for the period covered by the report. 

Listing of mortgage loans (schedule B, p. 13). —Not all mortgages are required 
to be individually listed on this schedule. Only those are required to be listed 
which exceed $25,000 or 3 percent of assets, whichever is smaller, and those upon 
which interest, taxes, assessments, or other liens are delinquent more than 1 
year. All other mortgages may be summarized. 

Interest dates (schedue O, p. 14).—If the maturity dates of the bonds are 
shown, interest dates may be omitted. 

Monthly bank balances (schedule HE, p. 16).—If not readily available, bank 
balances on the last day of each month may be omitted, but, as a minimum, 
balances at the end of four consecutive quarterly periods must be shown. 

Supplement to the annual statement, part 2.—If the information required by 
this schedule is not available, an application will be entertained to substitute 
therefor a copy of a recent report of a qualified actuary or a copy of the latest 
return filed with the Internal Revenue Service on form 990—P, including the in- 
formation required by section 1.404 (a)-2 of the income-tax regulations. Ap- 
plications should specify the precise document to be substituted and, if possible, 
a copy thereof should be submitted with the application. 


Chairman Barpen. The committee is adjourned. 
(Whereupon, at 11:45 a. m., the committee recessed, subject to the 
‘all of the Chair. ) 


x 





